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Company Profile

We provide wireless value-added services such as ringtones, picture downloads, community and entertainment

services to mobile phone users in China. We are one of the market leaders in terms of revenue in providing

services using wireless application protocol, commonly referred to as WAP, over China's advanced second
generation, or 2.5G, mobile networks, the most advanced. broadly available mobile telecommunication networks

deployed in China. We also offer a variety of short messaging".services, or SMS, and interactive voice response

services, or IVR services, over China’s second-generation, or 2G'," mobile networks. In addition, we design, develop,
sell and support service provisioning and management software, called VASPro, and are the sole provider of this

type of software to China Unicom for its nation-wide WAP portal.

We focus on providing 2.5G wireless value-added services to our customers including services based on WAP,
Java™ and BREW™ technologies. Substantially all of our 2.5G services are WAP services, the predominant 2.5G
service available in China. We have been the leading provider of WAP services in China in terms of monthly
revenues since July 2003. In China, 2.5G services are primarily delivered through nation-wide WAP portals
controlled and operated by China’s two principal mobile operators, China Unicom and China Mobile. In 2004, we
had a market share in terms of revenues of approximately 48.5% on China Unicom’s nation-wide WAP portal. In
June 2004, we acquired Beijing Enterprise Network Technology Co., Ltd. and Beijing Enterprise Mobile
Technology Co., Ltd. (which are collectively referred to as “Beijing Enterprise”), a provider of WAP services on
China Mobile’s nation-wide WAP portal with a market share of approximately 6.8% in terms of revenues in 2004,
Following the acquisition, we had a market share of approximately 19.4% on China Unicom’s and China Mobile’s
WAP platforms on a combined basis in 2004.

We also provide 2G wireless value-added services to our customers including SMS and IVR services, whichwe
introduced in April 2004. Revenues from 2G services represented a large part of our revenues in 2003, but are
expected to decrease as a percentage of our rvenues in the long-term as we continue to focus more on 2.5G
services and related software technologies, which we expect to offer greater growth opportunities.

Our VASPro software enables mobile operators to manage a variety of functions related to the sale of 2.5G
services by third party service providers through mobile operators” WAP p'ortals‘ We assisted China Unicom in
designing and building its 2.5G WAP portals and are the sole provider of such software to China Unicom for its
nation-wide WAP portal and to nine of its provincial offices in key coastal and southern provinces for their WAP
portals. VASPro currently supports more than 8.0 million registered China Unicom WAP users and more than 50
million service requests each day. We are in the preliminary stages of developing a 3G-compatible version of
VASPro, which we expect will not pose significant technological hurdles or require significant additional research
and development expenditures.

Our revenues and net income have increased significantly in recent periods. For the year 2004, we had revenues of
$53.4 million, an increase of 131.1% over revenues of $23.1 million for 2003. Our net income for the year 2004
was $17.2 million, a significant increase over net income of $4.5 million for the year 2003. On a pro forma basis,
after giving effect to the acquisition of Beijing Enterprise as if it occurred on January 1, 2004, our revenues and net
income were $54.4 million and $17.4 million in 2004, respectively. ‘
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We believe that the most significant change in our revenue mix has been the significant growth in the relative
proportion of our 2.5G services revenues. In 2004, the percentage of revenues from 2G services, 2.5G services and
software and system integration services was 28.0%, 52.8% and 19.2%, compared with 58.3%, 18.5% and 23.2%
in 2003, respectively.



CEO Letter To Shareholders

August 12, 2005

Dear Shareholders,

2004 and the first half of 2005 were exceptional periods in Hixrray!'s history. In 2004, our highly seasoned
management team leveraged our core strengths in 2.5G wireless content and technologies and our strong
relationships with the mobile operators in China to systematically execute our business strategy. This consistent
focus on the wireless value-added services market coincided with unprecedented growth in the number of users of
2.5G services, including wireless application protocol (WAP) which offers easy-to-use mobile 'portals' to access a
wide range of sophisticated, content-rich services. In 2004, the number of WAP users in China increased from 10
million as of December 31, 2003 to 25 million as of December 31, 2004.

In this fast-paced market environment, we were able to achieve a number of key operating objectives in 2004,
including:

* maintaining our leading position on China Unicom's nationwide WAP portals,

- establishing a significant presence on China Mobile's WAP portals through the acquisition of one of the

top five service providers in terms of revenue on such portals in 2004,

+ continuously expanding our portfolio of 2.5G services, and

- completing the Phase 1II expansion of China Unicom's WAP platform using our proprietary service

provisioning and management software, VASPro.

2004 also marked a transition period in the wireless value-added services market in China, with the mobile
operators enforcing their customer service policies more rigorously than in the past and initiating steps to improve
customer service. This heightened attention on customer service continued into 2005. While we have not
received any significant sanctions or penalties from the mobile operators to date, many of our cdmpetitors have
been fined or been subject to service suspensions.

Even before the mobile operators heightened their focus on customer service, we were committed to providing the
highest quality user experience to our customers. Moreover, we use our deep understanding of the mobile
operators' networks, which was gamered through our development of our VASPro network software (which none
of our competitors offers), to proactively mouitor the provisioning of our services and minimize the possibility that
we will contravene any of the mobile operators' policies. Although inadvertent mistakes may arise from time to
time, we believe that these efforts are essential to maintaining close working relationships with the mobile
operators.



We also believe that any instability caused by the mobile operators' recent actions will ultimately yield a more
stable market, with weaker, less well-run companies either leaving the market or merging into more established
companies. In this regard, we are continuously evaluating potential acquisitions and strategic alliances that could
enhance our business.

Turning to 2005, our company achieved one of its most important milestones in February: the completion of our
IPO and listing on the Nasdaq National Market. Our IPO has not only increased our capital resources, but has also
increased our profile in China and abroad which we believe will help facilitate the ongoing implementation of our
growth strategy. In the first half of 2005, we also enjoyed considerable success with our interactive voice response
(IVR) services and launched the first "mobile album" in China which users can download and listen through their
mobile phones before the album is released in the traditional CD format. In addition, we have initiated the Phase
IV expansion project for China Unicom's nationwide WAP portals.

In the remainder of 2005, we intend to continue leveraging our strength in technology and experience n the
wireless industry in China to:

» expand our services portfolio and customer reach, including launching color ringback tone (CRBT) with

both China Unicom and China Mobile, multimedia messaging services (MMS) and IVR services over
China Mobile’s network , and SMS, IVR and CRBT services through the limited mobility networks of
China Telecom and China Netcom,

+ develop additional content in-house which is attractive to China's mobile users, which tend to be highly
attuned to the latest pop culture trends, and also license such content from major international media
companies, including record labels,

+ strengthen existing marketing and distribution channels through the mobile operators in China —
particularly marketing activities to promote China Unicom's and China Mobile's WAP portals — and
prepare for the roll-out of 3G networks in China which is expected in the near future, and

* develop alternative marketing and distribution channels such as handset partnerships, web alliances and

media advertising to expand our customer reach.

In conclusion, 2004 was a strong year for Hurray!, and we are proud that we have been able to significantly build
our business during this transition period in the regulatory environment. For our company, being one of the
market leaders for 2.5G and other wireless services in China is not about riding on the success of a single hot
product or promotional hype. Rather, our business philosophy is grounded on the principle that a fundamental
understanding of the market and the evolving tastes of customers, combined with cutting edge technology, will
guide our business in the right direction over the long-term. We believe that this philosophy represents a tangible
advantage in our market and that the market is poised for still more growth for which we will be well-positioned to
benefit.

We thank you for your continued support.



Sincerely,

Qindai Wang
Chairman of the Board,
President and Chief Executive Officer



Highlights in 2004

Highlight 1

We acquired Beijing Enterprise, one
of the leading providers of 2.5G
services through China Mobile.

Highlight 3

We commenced work on Phase IV of
China Unicom's WAP infrastructure
and services platform.

Highlight &

We invited pop star Jolin Tsai to
serve as Hawa's brand ambassador
to pmmote the moblle entertain-
ment portal It was the first time for
a mobile entertamment service
provider to invite an A-list star to
be its brand ambassador in . |
mainland Chma

Highlight 2
We launched our IVR. service on
China Unicom’s platform.

Highlight 4

‘We launched China's first mobile
novel, “Qutside the Fortress”, on
our WVAS platform, which is a
milestone of mobile liferature
development.

Highlight 6

“‘We were named as one of the fastest
o groWiﬁg companies in the 2004
‘ ‘Deloitte Technology Fast 500 Asia
Pacxﬁc rankmgs and ranked No 4

among all Chinese compames o



MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis should be read in conjunction with our audited historical consolidated
financial statements and our unaudited pro forma condensed consolidated financial statements, together with the

respective notes thereto, included elsewhere in this annual report.

Qur audited historical consolidated financial statements and the audited historical financial statements of Beijing

Enterprise Network have been prepared in accordance with U.S. GAAP.

Our unaudited pro forma financial information has been devived from our audited historical consolidated

Sfinancial statements and the audited historical financial statements of Beijing Enterprise.

This annual report contains forward-look ing statements within the meaning of Section 274 of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934, including, without limitation, statements regarding our
expectations, beliefs, intentions or future strategies that are signified by the words “expect”, “anticipaté ", “intend”,
“believe”, or similar language. All forward-looking statements included in this annual report are based on information
available to us on the date hereof, and we assume no obligation to update any such forward-looking statements. Actual
results could differ materially from those projected in the forward-looking statements. We caution you that our
businesses and financial performance are subject 1o substantial risks and uncertainties.

Overview

We provide wireless value-added services such as ringtones, picture downloads, community and entertainment
services to mobile phone users in China. We are one of the market leaders in terms of revenue in providing WAP
services over China’s 2.5G mobile networks, the most advanced broadly available mobile telecommunication networks
deployed in China. We also offer a variety of SMS over China’s 2G mobile networks. In addition, we design, develop,
sell and support service provisioning and management software, called VASPro, and are the sole provider of this type of
software to China Unicom for its nation-wide WAP portal.

Substantially all of our 2.5G services revenues are derived from WAP services, the predominant 2.5G service
available in China. Our 2G services consist of SMS and our recently introduced IVR services. Users pay for our services
by monthly subscription and/or on a per-use basis. We receive payments for these services principally in the form of
payments from the mobile operators after the users have paid for our services and the operators have deducted their
service and network fees. We also earn revenues from our software and system integration services that enable mobile
operators to manage and support wireless value-added services on the 2.5G and, in the future, 3G mobile networks.

In June 2004, we acquired Beijing Enterprise for an aggregate purchase price of $18.0 million, of which $12.0
million was paid in cash and $6.0 million was paid in the form of our ordinary shares at a price of $0.14055 per share.
Such ordinary shares were cancelled in November 2004 in exchange for a reduced cash payment of $4.5 million, which
was paid in full in May 2005. In addition, two of our affiliated companies also provided a loan in the amount of such
balance to the beneficiary owner of the seller, which was repaid in full in May 2005. Beijing Network provides WAP
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services on China Mobile’s WAP portals, and has consistently ranked in the top five on these portals in terms of
revenue.

We achieved net income of $17.2 million for 2004 and $4.5 million for 2003, compared to a net loss of $2.8
million for 2002. For 2004, we generated $53.4 million in total revenues, compared to $23.1 million and $10.5 million
for 2003 and 2002, respectively, representing an increase of 131.1% and 120.0%, respectively. For 2004, 2G, 2.5G and
software and system integration services accounted for 28.0%, 52.8% and 19.2% of our revenues, respectively,
compared to 58.3%, 18.5% and 23.2% in 2003 and 56.6%, 0,0"/g and 43.4% in 2002. Our increase in total revenues
during this period was due to increased sales of our services. These increased sales were driven by growth in demand for
2G services such as SMS in China, principally in 2003 and the first quarter of 2004, and the commencement of
significant growth in demand for 2.5G services in the third and fourth quarters of 2003. Our software and system
integration services revenues also increased as we licensed additional service provisioning and management software to
China Unicom, our sole customer and licensee of such software, in connection with actual and anticipated increases in
the user base for WAP-based services offered through its network.

We had retained earnings of $21.3 million and $4.1 million as of December 31, 2004 and 2003, respectively,
compared to an accumulated deficiency of $10.0 million as of December 31, 2002. Our prior accumulated losses were
funded from our private placements of ordinary and preference shares to both our management and investors, capital
contributions, and cash flow from our operations.

After giving pro forma effect to the acquisition of Beijing Enterprise, our total revenues and net income were
$54.4 million and $17.4 million for 2004, respectively, with revenues derived from our 2G, 2.5G and software and
system integration services representing 27.5%, 53.7% and 18.8% of total revenues, respectively. Our unaudited pro
forma condensed consolidated financial data for the year ended December 31, 2004 is presented to wclude (1) the
historical consolidated financial data of our company for the three months ended March 31, 2004, (2) the historical
financial data of Beijing Enterprise for the three months ended March 31, 2004 after giving pro forma effect to our
acquisition of Beijing Eaterprise as if the acquisition occurred on January 1, 2004 and (3) the historical consolidated
financial data of our company for the nine months ended December 31, 2004, in which the operating results of Beijing
Enterprise for that period were consolidated.

We currently conduct our business in China through our wholly owned subsidiary, Hurray! Times
Communications (Beijing) Ltd. (“Hurray! Times”). To comply with ownership requirements under Chinese law, which
impose certain restrictions on foreign companies such as us, from investing in certain industries such as value-added
telecommunication and Internet services, we have entered into a series of agreements with five affiliated Chinese entities
and their respective shareholders. We hold no ownership interest in any such affiliated Chinese entities. Hurray!
Solutions Ltd. (“Hurray! Solutions”) is 85% and 15% owned by our president and chief executive officer, Qindai Wang,
and one of our shareholders, Songzuo Xiang, respectively. In turn, Hurray! Solutions has one subsidiary, Beijing Cool
Young Information Technology Co., Ltd. (“Beijing Cool Young”). We also have three other affiliated companies,
Beijing Enterprise Network Technology Co., Ltd. (“Beijing Network™ ), Beijing WV AS Solutions Ltd. (“WVAS
Solutions™) and Beijing Palmsky Technology Co., Ltd. (“Beijing Palmsky”). Beijing Cool Young is 95% owned by
Hurray! Solutions and 5% owned by our president and chief executive officer, Qindai Wang. Beijing Network is 50%
and 50% owned by two individuals in China, Sun Hao and Wang Xiaoping, both of whom serve as vice presidents of
Hurray! Solutions. WVAS Solutions is 99% owned by Beijing Network, with the remaining 1% equally owned by
Messrs. Sun and Wang. Beijing Palmsky is 50% and 50% owned by two individuals in China, Wang Jianhua and Yang
Haoyu, both of whom are our shareholders and vice presidents. However, through our agreements with these Chinese
affiliates, we have the power to vote all shares of all the shareholders of those companies on all their matters, through
the general manager of Hurray! Times, as well as the right to enjoy the economic benefits of those companies, the
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exclusive right to purchase equity interests from the shareholders of those companies to the extent permitted by Chinese

laws and the control of the major intellectual properties used by those companies.

Under FASB Interpretation No. 46, or FIN 46, we are the primary beneficiary of the economic benefits of our

variable interest entities, Hurray! Solutions, WV AS Solutions, Beijing Cool Young, Beijing Palmsky and Beijing

Network. Accordingly, these entities are consolidated into our financial statements. Transactions among these entities

and our company and subsidiaries are eliminated in consolidation.

Hurray! Holding was formed on April 23, 2002. For our 1999, 2000 and 2001 financial statemeats, our existing

affiliate,

Hurray! Solutions, is treated as a predecessor entity. For our 2003 and 2004 financial statements, Hurray!

Holding is treated as a successor entity. Because Hurray! Holding had not yet entered into definitive agreements with

Hurray! Solutions in 2002 and it had limited operations in that year, our 2002 financial statements are also presented

with Hurray! Solutions as a predecessor entity and, unless otherwise indicated below, do not present the results of

Hurray! Solutions and Hurray! Holding on a combined pro forma basis. In accordance with the applicable accounting

standards, the assets and liabilities of Hurray! Solutions have been recorded at fair market value in our successor

financial statements.

The major factors affecting our results of operations and financial condition include:

Growth of the Wireless Value-Added Services Market in China, in Particular for Our 2.5G Services. Our
financial results have been, and we expect them to continue to be, largely dependent on growth in the wireless
value-added services market in China. Historically, 2G services, such as SMS, have represented the
predominant portion of the wireless value-added services market in China and of our revenues. According to
Norson Telecom Consulting, an independent research firm SMS represented 85% of the total wireless
value-added services revenues generated by service providers in China in 2003, Our 2G services, all of which
were SMS, represented 75.9% of our total wireless value-added services revenues in 2003. We commercially
launched 2.5G services in September 2002 and began billing users for these services at the beginning of 2003.
Since the launch of our 2.5G services, we have experienced much higher growth rates in revenues from these
services than from our 2G services. Our 2.5G services, substantially all of which are WAP services, represented
65.4% of our total wireless value-added services revenue for 2004. We believe that our financial success in the
near-term will depend on the growth of the market for our 2.5G services, especially WAP services, where we
have a leading position and, in the longer-term, on our ability to offer popular services on any new wireless

technologies that are introduced in China such as 3G.

Positioning of Our Services on the WAP Portals of China Unicom and China Mobile. A key component of
our revenue growth is our ability to not only maintain access to China Unicom’s and China Mobile’s networks,
but also to secure prominent positioning for our services at the top of the menu of services for each major
service category on the mobile operators” WAP portals so that users see our services first when opening the
service menus. We do not enjoy the same leading position on China Mobile’s WAP portal as we do on China
Unicom’s, and have not historically developed as strong a relationship with China Mobile as we have with
China Unicom. We may not be successful in building on Beijing Network’s relationship with China Mobile to
enhance the position of our services on China Mobile’s WAP portal.

Network Service Agreements with China Unicom and China Mobile. Our results of operations are dependent
on the terms of network service agreements with China Unicom and China Mobile and the manner in which the
mobile operators implement these agreements and their related customer service policies. Each of these

agreements is non-exclusive, and has a limited term, generally one or two years. Renewal of them on favorable
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terms depends on our relationship with these mobile operators at both the national and provincial level, the
popularity of our services and our ability to maintain adequate levels of performance. Either mobile operator
could alter any of these terms or terminate the contracts for a variety of reasons in the future, including, for
example, to increase their own service or network fees in order to enhance their profitability at the expense of

service providers.

Changes in Mobile Operator Policies or the Manner in Which They are Enforced. The policies and
procedures adopted by China Mobile and China Unicom tegarding customer service, quality control and other
aspects of the wireless value-added services industry sigrﬁﬁcantly affect the revenue we receive. Recent
changes in the implementation of certain policies have reduced our revenues from SMS-based services by, for
example, making it more difficult for customers to order our services, enabling customers to more easily cancel
our services and requiring us to automatically terminate subscription services for our inactive users. Further
changes in their policies or in their implementation by the mobile operators, including changes that could affect
our 2.5G services, could adversely affect our business and financial condition.

Taxes. Our subsidiary, Hurray! Times, is subject to a 30.0% state enterprise income tax and a 3.0% local
enterprise income tax and our affiliated Chinese entities are generally subject to a 33.0% enterprise income tax
in China. However, Hurray! Times, as well as Hurray! Solutions-(and our other affiliated companies in China),
have obtained approval from the Chinese government authorities to be classified as “high technology”
companies. This classification entitles such companies to a three-year exemption from enterprise income tax

. commencing from various dates, followed by a 7.5% preferential tax rate for the succeeding three years and a

15% preferential tax rate thereafter. For additional information on such preferential tax arrangements, see “—
Taxation” below. The earnings of our affiliated Chinese entities are passed on to Hurray! Times pursuant to

various services agreements.

Maintaining and Expanding the Customer Base for Our VASPro Services Provisioning and Management
Software. China Unicom and nine of its provincial offices that have their own local WAP portals use our
VASPro services provisioning and management software. We believe it is unlikely that the other current
principal mobile operator in China, China Mobile, will purchase this software in the foreseeable future because
it purchases this category of software from a subsidiary which was established for that purpose. Accordingly,
continued sales of our software depend on our ability to maintain our relationship with China Unicom and the
expansion of China Unicom’s WAP user base so that it will need to license additional software from us to
support additional users, acquiring new customers in China, such as China Telecom and China Netcom with
which we have not yet developed close relationships, and expanding sales of our software to mobile operators
overseas, with which we have almost no experience. '

Billing and Transmission Failures. We do not recognize any revenues for services that are characterized as
billing and transmission failures. These failures occur when we do not collect fees for our 2G services from
mobile operators in a number of circumstances, including when the delivery of our services to a customer is
prevented because the customer’s phone is off, the customer’s prepaid phone card has run out of value or a
mobile operator experiences technical problems with its network. These situations are known in the industry as
billing and transmission failures. The level of billing and transmission failures significantly affects revenues we
record. The failure rate for 2G services has fluctuated significantly in the past, ranging on a monthly basis from
3.4% to 22.2% of the total billable messages which are reflected in our internal records during 2004. Although
we do not experience the same type of billing and transmission errors for our WAP services as we do for our
SMS, we do experience a discrepancy between the revenues recorded by our internal system and the revenues

that we receive from the mobile operators. This difference has historically averaged approximately 2% per
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month and relates to services that are provided but for a variety of reasons are not billed to the user due to the

manner in which the mobile operators register new users or manage their internal billing reconciliation process.
Revenues

We derive our revenues from our primary operating segments: 2G services, 2.5G services and software and system
integration services. Currently, our revenues are primarily derived from 2G and 2.5G services. Through these services,
we provide downloads, information and community-oriented products, such as picture and ringtone downloads, chatting,
games, enhanced text-based content services and IVR. Our revenues -_;are primarily derived from Hurray! Times through
agreements with our affiliated Chinese entities. -

Our revenues represent our total revenues from operations, net of certain business and value-added taxes. Our
revenues from wireless value-added services are subject to a 3.0% business tax and our revenues from software and
system integration services are subject to a value-added tax at the rate of 17.0%. Furthermore, any service fees that
Hurray! Times charges and subsequently collects pursuant to the exclusive technical and consulting service agreements
with our affiliated Chinese entities are subject to a 5.0% business tax.

The following table sets forth certain historical consolidated revenues, by amount and as a percentage of our total
revenues, for the periods indicated:

For the Year Ended December 31,

2002 2003 2004
(Predecessor)
Percentage Percentage Percentage
Amount of revenues Amount of revenues Amount of revenues

(in thousands of U.S. dollars, except percentages)

Revenues:
2G ServICeS..ovinriennnnanns $ 5,948 56.6% $ 13,471 583% $§ 14,946 28.0%
2.5Gservices....ovuvnnnnnn _ — 4,289 18.5 28,227 52.8
Software and system

integration services...... 4,565 434 5,363 23.2 10,267 19.2
Total revenues............... $ 10,513 100.0% $§ 23,123 100.0% $§ 53,440 100.0%

2G and 2.5G services. QOur 2G and 2.5G services revenues are derived from services that we provide to our users
through China Unicom’s and China Mobile’s networks. We recognize revenues derived from these services before
deducting service and network fees paid to the mobile operators. For a description of our revenue recognition policies,
see “— Critical Accounting Policies.”

2G services have historically been our primary source of revenues, accounting for approximately 56.6% and
58.3% of our total revenues in 2002 and 2003, respectively. However, we expect that sales of our 2.5G services,
particularly our WAP services, will continue to increase, and sales of our 2G services will continue to decline as 2.5G
and 3G services gain in popularity. In 2004, our 2G and 2.5G services accounted for approximately 34.6% and 65.4%,
respectively, of our combined 2G and 2.5G services revenues, compared with 75.9% and 24.1%, respectively, in 2003.

The following table sets forth subscriptions for 2G and 2.5G services as of the dates indicated:
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As of December 31,

2003 2004
(unaudited) (unaudited)

(in millions)
Service Subscriptions:

2G SubSCIIPtIONS ... i e 2.0 1.5
2.5G SuUbSCIIPHONS®. ..ot 1.6 4.2

(1)  Approximate combined number of our SMS subscription on China Unicom’s and China Mobile’s 2G mobile networks.
(2) Approximate number of subscriptions on China Unicom’s (and China Mobile’s, in the case of the unaudited operating data as of Decemnber 31, 2004)
nation-wide WAP portal.

Most of our 2.5G services revenues from China Unicom and China Mobile are subscription-based. In December
2004, more than 92% and 83% of 2.5G services revenues provided through China Unicom and China Mobile,
respectively, were subscription-based. Revenues from our subscription services, which are purchased for a fixed period
of time, usually three to six months, are typically more predictable and more stable than per-use services which are often
the result of impulse buying and tend to fluctuate from month-to-month. Because of the more stable recurring revenue
generated by our subscription-based services, we have been focused on migrating Beijing Network’s user base, which
had been historically mostly per-use, to subscription-based services by offering a wider range of subscription-based
services to its users and increasing promotion of those services through online and offline methods. As these initiatives

have only recently been launched, we cannot determine whether they will be successful on a long-term basis.

Software and system integration services. Our revenues from these services have been derived from the design,
development, licensing fees, hardware installation and after-sale support of our VASPro services provisioning and
management software, which has been purchased by China Unicom and nine of its provincial offices. We deliver these
services under a small number of relatively high value contracts. The revenues from these contracts are recognized based
on the percentage of completed contractual obligations. Since a large part of certain projects often relates to third party
hardware and software, the timing of their delivery can cause our quarterly gross revenues and cost of revenues to
fluctuate significantly. However, those fluctuations do not significantly affect our gross profits because hardware -related
revenues approximate the costs of such revenues. See “— Critical Accounting Policies.”

Cost of Revenues

The following table sets forth certain historical consolidated cost of revenues data by amount for the periods
indicated:

For the Year Ended December 31,

2002 2003 2004
(Predecessor)

(in thousands of U.S. dollars)
Cost of Revenues:

2G SEIVICES . ..ttt ittt ettt e e e T $ 3,363 3 4,586 3§ 7,050
P € T ot 1T T — 2,106 11,003
Software and system integration SEIVICES. .. u.ivvuenerinraeanenranennrnrncaennes - 4,478 4,151 6,277
Total COSt Of FEV UGS ..o ittt et e 3 7841 $ 10,843 § 24,330
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2G and 2.5G services. The principal cost of revenues for our 2G and 2.5G services is the service and network
fees paid to the mobile operators under our network service agreements with them. The cost of revenues also includes
fees paid to our content providers and marketing partners, maintenance costs related to equipment used to provide the
services, bandwidth leasing charges and data center services, operator imposed penalty charges, and certain distribution
COStS.

Software and system integration services. Our cost of revenues for our software and system integration services
includes acquisition cost of third party hardware and software products provided to our customers and staffing and travel
costs related to system integration services in connection with a given project.

Gross Profit Margin

The following table sets forth the historical consolidated gross profits and gross profit margin of our business
activities for the periods indicated:

For the Year Ended
December 31,

2002 2003 ’ 2004
(Predecessor)

(in thousands of
U.S. dollars, except percentages)

Gross Profits:

203 8BIVICES . o e e ettt it eer e e e e § 2,585 % 8,885 % 7,896
B € 1) s Lot — 2,183 17,224
Software and system INteration SEIVICES. ... ....ovvereiveineiaaeninenns. 87 1,212 3,990
Total gross profits......oooiiiiiii $ 2,672 % 12280 8 29,110

Gross Profit Margin:

G SBIVICES . tn ettt ee e ettt e e e e e 43.5% 66.0% 52.8%
2.5G SEIVICES. .o e iee vt e e — 50.9 61.0
Software and system Integration SErviCes..........co.vevrieveeuruneaininn. 1.9 22.6 389
Total gross profit margin...........coooiviiiiiiiiiii e 254 53.1 54.5

The increase in our 2G and 2.3G services gross profit margins in 2003 compared to 2002 is due to an increase in
the revenues derived from this business at a more rapid rate than the increase in the cost of revenues associated with this
business. This difference in the rate of increase is primarily because a significant component of the cost of revenues is
the allocated portion of fixed common costs, which do not increase in proportion to increases in our 2G and 2.5G
services revenues.

The gross profit margins for our 2G services declined in 2004 compared to 2003, due to increased costs related to
those services, particularly increased levels of service and network fees for 2G services. In addition, costs of 2G services
increased, to a lesser extent, due to the cost of purchasing content for our IVR services which were launched in 2004, as
well as increased costs incurred to promote our 2G services. We anticipate that gross profit margins for our 2G services
will continue to decline in future periods, driven primarily by the increasingly competitive environment in the 2G market.
On the other hand, our gross profit margins for our 2.5G services increased in 2004 compared to 2003 as we achieved
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economies of scale in this market, and we anticipate that such margins will remain stable or may even increase, if the

market continues to expand and we are able to continue to achieve enhanced economies of scale.

The gross profit margins for software and system integration services have varied significantly between 2002 and
2004. This variance is primarily attributable to our delivery of more third party hardware and software in certain periods,
which has significantly lower margins, compared to the delivery of our own software and services. In the last three fiscal
years combined, third party hardware and software accounted for an average of 84% of the total contract value of our
software system and integration services, or 98%, 77% and 91% of our total revenues from software and systems
integration services in 2002, 2003 and 2004, respectively. In the futuré, we intend to minimize the provision of third
party hardware and software in connection with our software and systém integration services, but we may still be
required by our customers to provide those items from time to time. If we are successful in minimizing our provision of
third party hardware and software, we expect that our gross profit margins in this segment will tend to stabilize ata
higher level.

Operating Expenses

The following table sets forth certain historical consolidated operating expenses data, in terms of amount and as a

percentage of our total revenues, for the periods indicated:

For the Year Ended December 31,

2002 2003 2004
(Predecessor)
Percentage Percentage Percentage
Amount of revenues Amount of revenues Amount of revenues

(in thousands of U.S. dollars, except percentages)
Operating Expenses:

Product development expenses....... b 878 8.4% $ 1,375 59% $ 2,246 4.2%
Selling and marketing expenses...... 2,908 27.7 4,578 19.8 7,212 13.5
General and administrative expenses 1,370 13.0 1,241 5.4 1,821 34
In-process tesearch and

development...............coo — — — — 36 0.1
Stock-based compensation............ — — 154 0.7 281 0.5
Total operating expenses............... $ 5,156 49.1% § 7,348 31.8% § 11,596 21.7%

Product Development Expenses. Product development expenses primarily consist of research and development
staff costs. Most of our product development expenses relate to enhancing our portfolio of 2.5G services and improving
and updating our services provisioning and management software. Product development expenses also include
depreciation and amortization of computers and software related to the activities of our product development teams. We
depreciate our computer equipment, software and other assets on a straight-line basis over their estimated useful lives,
which is three to five years.

Selling and Marketing Expenses. Selling and marketing expenses primarily consist of staff costs related to
managing the development of our service offerings. These expenses also include advertising, sales and marketing
expenses, such as expenses associated with sponsoring promotional events, salaries and benefits for our direct sales
force, free trial services we offer through, for example, certain retailers of mobile phones in China and gifts we provide
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to Hawa Club members in exchange for points they accumulate for using our 2G and 2.5G services. In 2003, selling and
marketing expenses also included amortization of customer lists of Hurray! Solutions. We expect that our selling and
marketing expenses will increase in future periods as we promote the brand recognition of the Hawa brand, and also
provide more gifts in exchange for Hawa Club points as more users join that club.

General and Administrative Expenses. General and administrative expenses primarily consist of compensation
and benefits for our management, salaries for our finance and administrative personnel, professional service fees, lease
expenses, other office expenses and expenses related to depreciation of equipment for general corporate purposes.

We lease bandwidth from mobile operators’ provincial offices. -Bandwidth and server custody fees, office rentals

and depreciation charges allocated to our general management, finance and administrative personnel are also included in
general and administrative expenses.

We depreciate leasehold improvements, which are recorded as general and administrative expenses on a
straight-line basis over the relevant lease term.

We expect our general and administrative expenses to increase as we add personnel in response to the expansion
of our business in future periods. We also expect general and administrative expenses to increase as we incur
professional service fees, such as for legal and accounting services, for and after our listing on Nasdagq.

Stock-based Compensation. We grant stock options to our employees and certain non-employees. Stock-based
compensation expenses arise from options granted to employees to the extent that the exercise price of options granted
exceeds the fair market value of the underlying stock on the measurement date. We have not recognized a compensation
expense in our consolidated financial statements for emplovee option grants since the exercise prices were equal to or
greater than the fair market values at the dates of grant. We account for stock-based awards to non-employees by
recofding a charge for the services rendered by the non-employees using their estimated fair values. In 2003 and 2004,
we incurred stock-based compensation cost of $0.2 million and $0.3 million, respectively, which arose in connection
with options granted to non-employees, including external consultants and a member of our board of directors in
exchange for their services. In addition, in 2002, Hurray! Holding incurred stock-based compensation cost of $0.4
million, which arose in connection with options granted in that year to non-employees. We may incur additional
compensation expenses in connection with certain non-employee grants as the fair market value of the options will be
re-determined at the end of each fiscal year until they fully vest.

Critical Accounting Policies

The methods, estimates and judgments we use in applying our accounting policies have a significant impact on the
results we report in our financial statements. Some of our accounting policies require us to make difficult and subjective
judgments, often as a result of the need to make estimates of matters that are inherently uncertain. We have summarized
our accounting policies below that we believe are both important to an understanding of our financial results and involve
the need to make estimates about the effect of matters that are inherently uncertain. We also have other policies that we
consider to be key accounting policies. However, these policies do not meet the definition of critical accounting policies
because they do not generally require us to make estimates or judgments that are difficuit or subjective.

Revenue Recognition

2G and 2.5G services. Qur revenues are primarily derived from the sale of 2G and 2.5G services to our
customers delivered over China Unicom’s and China Mobile’s mobile telecommunications networks. 2G and 2.5G
services revenues are derived from providing picture downloads, ringtone downloads, chat rooms, games, pop culture,
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news and financial information services to mobile phone customers of the mobile operators. Fees for these services are
established by an agreement with the mobile operators and indicated in the message received on the mobile phone.
These fees are charged on a per-use basis or on a monthly subscription basis, and vary according to the type of services
delivered.

Our services are delivered to users through the mobile telecommunication networks of the mobile operators, and
we rely upon them to provide us with billing and collection services. We have, however, developed an internal system
that records the number of transactions and subscriptions of our services, which we then compare to the confirmations
received from the mobile operators. Generally within 15 to 30 days after the end of each month, a statement from the
mobile operators confirming the value of the 2G and 2.5G services they bill to users in that month will be delivered to us,
and usually within 60 days after such delivery, we will be paid by the mobile operators for these services, net of their

service fees, network fees and applicable business taxes.

We initially ascertain the value of the 2G services provided based upon statements sent to us by the mobile
operators with respect to the amount of services we deliver to the end users. Because there has historically been a
discrepancy between the value of our 2G services based on our internal system and the value of the services based on the
statements received from the mobile operators due to technical issues with the transmis sion and billing systems, at the
end of each month, we will, based on the historical data regarding such discrepancies and other factors, make an
estimate of our revenues for such month. This estimate may be higher or lower than the actual revenues we have a right
to receive based on the statements received from the mobile operators. As part of our estimation process, after the end of
each month, our sales force contacts the provincial offices of the mobile operators to assess whether and to what extent
there are any discrepauncies between our billing system and the provincial operators’ records. Through this interaction
with the mobile operators’ provincial offices, our sales force is able to monitor to a degree the accuracy of estimated
revenues during the period prior to receipt of the confirmations. When there is significant uncertainty regarding the
timing of receipt of a monthly statement or we are aware that a particular billing issue exists in a province, revenue is
not recognized for that province until the statement is received.

By the time we report our financial results, we would generally have received well over a majority of the monthly
statements from the mobile operators and would have recognized our revenues based on the monthly statements. In the
event that a monthly statement is not received at the time such financial results are reported, we will report the fees
payable to us based on our internal estimate. As a result, we may overstate or understate our revenues for the reporting
period. Any difference between the statement received from the mobile operators and our estimate will resultina
subsequent adjustment to our revenues reported in our financial statements in the following reporting period. However,
such billing discrepancies have had no impact on our historical financial statements for 2002 and 2003, since we
recorded our revenues in accordance with the monthly statements received from the mobile operators in those years. For
2004, we recognized approximately 5% of our 2G services on an estimated basis. In addition, if 2G services continue to
represent a decreasing percentage of our total revenues (a trend which has been occurring for the last several quarters
and we expect to continue for the foreseeable future), we anticipate that the portion of our revenues which will be
subject to such estimations will decline in future periods.

Although we do not experience the same type of billing and transmission failures for our 2.5G services as we do
for our 2G services, we do experience a discrepancy between the revenues recorded by our internal system and the
revenues confirmed by the mobile operators. This difference has historically averaged approximately 2% per month and
relates to services that are provided but are not billed to the user for a variety of reasons associated with the manner in
which the mobile operators register new users and manage their internal billing reconciliation process. However, the
2.5G transmission and billing systems of the mobile operators allow us (as well as other service providers) to monitor if
services are actually delivered and paid for. We are then able to identify in a timely manner any discrepancies between
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our internal system and the systems of the mobile operators. In addition, we typically receive the monthly statements
from the mobile operators for our 2.5G services within two or three weeks after the end of each month. Accordingly, the
amount of revenue recognized on an accrual basis for our 2.5G services in 2004 was insignificant and is expected to
remain insignificant in future periods for the foreseeable future.

We evaluate our network service agreements with the mobile operators to determine whether to recognize our
revenues gross or net of the fees charged by the mobile operators. Pursuant to applicable accounting standards, our
determination was based upon an assessment of whether we actasa principal or agent when providing the services to
our mobile operators. We have concluded that we actas a principal’j}Factors that we believe support our conclusion are
as follows:

» We have latitude in establishing prices within ranges prescribed by the mobile operators;
» We determine the specifications of the services we will be rendering;

+ We have the ability to control the selection of our content suppliers; and

» We assume the risk of non-payment by customers.

Although the mobile operators must approve the prices of our services in advance, we have been able to adjust our
prices from time to time to reflect or react to changes in the market. In addition, the mobile operators will usually not
pay us if users of our services do not pay them and they will not pay us if users do not receive the services due to billing
or transmission failures. As a result, we in fact bear the credit and delivery risk for our portion of the revenues generated

with respect to our services.

Software and System Infegration. We generally charge a fixed price for all of our projects and recognize
revenues based on the percentage of completion of the project. Software revenues from customer orders requiring design,
development and support of the software are recognized over the installation period. We use labor costs and direct
project expenses to determine the stage of completion, except for revenues associated with the procurement of hardware,
which we recognize upon delivery of the hardware to the customer. Since a large part of the cost of certain projects often
relates to third party software and hardware, the timing of such software and hardware delivery can cause our quarterly
gross revenues and cost of revenues to fluctuate significantly. We recognized total revenues from the sale of third party
hardware and software of $4.2 million, $3.6 million and $5.8 million, and cost of such revenues of $4.2 million, $3.6
million and $5.8 million in 2002, 2003 and 2004, respectively. However, those fluctuations do not affect our gross profit
margins because third party software and hardware-related revenues approximate the costs of those items. Accordingly,
our gross profit margins on such revenues were nominal in 2002, 2003 and 2004. Recognized revenues and profit are
subject to adjustments in current periods as the contract progresses to completion. Accordingly, any changes in our
estimates would affect our future operating results.

Stock-based Compensation Cost

We grant stock options to our employees, and we record compensation cost for the excess of the fair value of our
ordinary shares at the measurement date over the option exercise price. We amortize stock-based compensation cost by
using the straight-line method over the vesting periods of the related options, which are generally three or four years.

We did not record deferred stock-based compensation cost as there was no difference between the deemed fair
value of our ordinary shares for accounting purposes and the option exercise price. Prior to our initial public offering, we
determined the deemed fair value of our ordinary shares based upon several factors, including a valuation report from an
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independent appraiser and the price of our then most recent preference share placement. Had different assumptions or
criteria been used to determine the deemed fair value of our ordinary shares, materially different amounts of stock-based
compensation cost could have been reported.

Pro forma information regarding income (loss) and income (loss) per share is required in order to show our net
income (loss) as if we had accounted for employee stock options under the fair value method. We use the Black-Scholes
option pricing model to calculate the fair value. This model was developed for use in estimating the fair value of traded
options that have no vesting restrictions and are fully transferable. In addition, option pricing models require the input of
highly subjective assumptions, including the expected stock price volatility. We used projected volatility rates, which are
based upon historical volatility rates experienced by comparable public companies. Because our employee stock options
have characteristics significantly different from those of publicly traded options, and because changes in the subjective
input assumptions can materially affect the fair value estimate, in management’s opinion, the existing models do not

necessarily provide a reliable single measure of the fair value of our stock options.

The historical pro forma income (loss) and pro forma income (loss) per share that we used in calculating the fair
value of the options granted to employees may not be representative of the pro forma effects in the future years of net

income (loss) and earnings per share for the following reasons:
+ The number of future shares to be issued under these plans is not known; and
+ The assumptions used to determine the fair value can vary significantly.

In addition, we issued non-employee stock options to certain consultants and a director, which were also
accounted for under the Black Scholes option-pricing model to compute the fair value.

Results of Operations

As noted above under “— Overview,” our financial information is presented on a predecessor/successor basis,
with our affiliate, Hurray! Solutions, as the predecessor.

The following discussion of our results of operations for the years ended December 31, 2002, 2003 and 2004 is
based upon our audited historical consolidated financial statements included elsewhere in this annual report.

Year Ended December 31, 2004 Compared to Year Ended December 31, 2003

Revenues. Our revenues increased 131.1% to $53.4 million in 2004 from $23.1 million in 2003. This increase was
primarily due to an increase in revenues from our 2.5G services and, to a lesser extent, increases in our software and

system integration services and our 2G services.

2G Services. Revenues from our 2G services increased 11.0% to $14.9 million for 2004 from $13.5 million for
2003, primarily due to the growth in the market of SMS in 2003 and 2004. We did, however, experience a decline in our
revenues from 2G services following the first quarter of 2004 due primarily to the overall market shift from 2G to 2.5G
services and, to a lesser extent, due to unilateral changes in the policies of China Mobile and China Unicom and in their
enforcement of their policies, which have resulted in our having to pay additional charges to the mobile operators, and
new billing systems. The decline in revenues from our 2G services following the first quarter of 2004 was partially
offset by growth in revenues from our IVR services, which we launched on China Unicom’s network in April 2004 and
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on China Mobile’s network in the fourth quarter of 2004. The increase in revenues from 2G services contributed to 4.9%
of the increase in total revenues in 2004,

2.5G Services. Revenues from our 2.5G services increased significantly to $28.2 million for 2004 from $4.3
million for 2003, primarily due to an increase in China Unicom’s user base, particularly from the third quarter of 2003
when China Unicom’s nation-wide WAP portal was launched, and related growth in sales of our services, as well as
consolidation of Beijing Enterprise’s revenues from the second quarter of 2004 after our acquisition in April 2004. The
increase in revenues from 2.5G services contributed to 78.9% of the increase in total revenues in 2004.

Software and System Integration Services. Revenues from our software and system integration services
increased 91.4% to $10.3 million for 2004 from $5.4 million for 2003, as we substantially completed implementation of
China Unicom’s Phase III capacity expansion project and certain provincial level projects in 2004. The Phase 111
expansion of China Unicom’s nation-wide WAP portal expanded the number of users it could support from 1.5 million
to 5.0 million. In 2004, we also completed the WAP portals for Henan, Shandong and Zhejiang Provinces. These
national and provinctal projects constituted $10.3 million of revenues in 2004. The increase in revenues from our

software and system integration services contributed to 16.2% of the increase in total revenues in 2004.

Cost of Revenues.  Our cost of revenues increased 124.4% to $24.3 million in 2004 from $10.8 million in 2003 due to
the increased service fees related to the increases in sales of 2.5G services and, to a lesser extent, increased service fees
for our 2G services and costs of our software and system integration services.

2@ Services. Our cost of 2G services increased 53.7% to $7.0 million for 2004 from $4.6 million for 2003. This
increase resulted primarily from increased levels of service and network fees for 2G services in 2004 compared to 2003,
The increase also reflects, to a lesser extent, the cost of purchasing content for our IVR services which were launched in
2004, as well as increased costs incurred to promote our 2G services. The increase in cost of 2G services contributed to
18.3% of the increase in total cost of revenues in 2004,

2.5G Services. Our cost of 2.5G services increased significantly to $11.0 million for 2004 from $2.1 million for
2003, due primarily to increased service and network fees corresponding to the growth in sales of our 2.5G services in
2004 compared 2003. The increase in cost of 2.5G services contributed to 65.9% of the increase in total cost of revenues
in 2004.

Software and System Integration Services. Our cost of software and system integration services increased 51.2%
to $6.3 million for 2004 from $4.2 million for 2003, due to increased cost of third party hardware and software sold to
China Unicom in connection with the implementation of Phase III of its nation-wide WAP portal and certain provincial
level projects in 2004, as compared to the lower amount of such costs related to the initial implementation of an interim
upgrade of the Phase II stage in 2003. The increase in cost of software and system integration services contributed to
15.8% of the increase in total cost of revenues in 2004.
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Gross Profits.  Our gross profits increased 137.1% to $29.1 million for 2004 from $12.3 million for 2003, reflecting
increased profits from all our business segments, in particular from our 2.5G services. Our gross profit margins
increased to 54.5% for 2004 from 53.1% for 2003, due primarily to increased margins from our 2.5G services, which
resulted from enhanced economies of scale, and to a lesser extent, from our software and system integration services,
which experienced a decrease in low margin third party hardware and software as a percentage of total revenues for
2004 compared to 2003. This increase in gross profit margins in 2004 was offset in part by decreased gross profit
margins for our 2G services, which declined from 66.0% in 2003 to-52.8% in 2004.

Operating Expenses. Operating expenses increased 57.8% to $1 1.6 million for 2004 from $7.3 million for 2003, due
primarily to increases in personnel costs related to sales and marketing staff and product development for the growth in
sales of our 2.5G services.

Product Development Expenses. Our product development expenses increased 63.3% to $2.2 million in 2004
from $1.4 million in 2003. This increase was primarily due to increased staff cost related to the increased headcount
(from 59 to 105) needed for research and development for 2.5G services and our VASPro software.

Selling and Marketing Expenses. Our selling and marketing expenses increased 57.5% to $7.2 million in 2004
from $4.6 million in 2003. This increase was primarily due to increases in staff costs to $6.3 million from $4.4 million
as we increased sales and marketing staff (from 206 to 282) to accommodate the growth and expansion of our 2.5G
services nation-wide and the implementation of China Unicom’s Phase 111 capacity expansion project for its nation-wide
WAP portal. This increase also resulted, to a lesser extent, from an increase in costs of $0.4 million to promote our
Hawa brand in 2004.

General and Administrative Expenses. Our general and administrative expenses increased 46.8% to $1.8 million
in 2004 from $1.2 million in 2003. This increase reflects increased fees for professional services and increased
headcount (from 22 to 42) of our administrative staff to support the growth of our business in 2004.

Stock-based Compensation. We incurred stock-based compensation expenses of $0.3 million in 2004 and $0.2
million in 2003. These costs relate to the amortization of stock-based compensation cost arising from options granted to
non-employee consultants and a non-employee member of our board of directors in those years.

Income from Operations. As a result of the foregoing, income from operations increased significantly to $17.5 million
for 2004 from $4.9 million for 2003.

Interest Expense. Interest expense decreased to $0.3 million for 2004 from $0.4 million for 2003.

NetIncome.  As a result of the foregoing, net income increased significantly to $17.2 million for 2004 from $4.5
million for 2003,

Deemed Dividends on Series A Convertible Preference Shares. We effected a deemed dividend of $39,917 in 2004 and
$0.1 million in 2003 due to the difference between the sale and conversion prices and fair market values of warrants and

Series A convertible preference shares that we issued in the first and second quarters of 2003.

Income (Loss) Attributable to Holders of Ordinary Shares. As a result of the foregoing, our net income attributable to
holders of ordinary shares was $17.2 million in 2004, compared to $4.4 million in 2003.



Year Ended December 31, 2003 Compared to Year Ended December 31, 2002 (Predecessor
Except as Indicated)

Revenues. Our revenues increased 120.0% to $23.1 million in 2003 from $10.5 million in 2002. This increase was
primarily due to an increase in revenues from our 2G services and revenues from sales of our 2.5G services, the sales of

which increased significantly in the second half of 2003.

2G Services. Revenues from 2G services increased 126.5% t0.$13.5 million in 2003 from $5.9 million in 2002,
primarily as a result of the continued overall expansion of the market for our 2@ services and migration of our users
from per-use purchases of 2G services to subscription purchases. In 2003, revenue from subscription services and
per-use services were $11.6 million and $1.9 million, respectively, compared with $1.3 million and $4.6 million,
respectively, in 2002, The increase in revenues from 2G services contributed to 59.7% of the increase in total revenues
in 2003.

2.5G Services. Revenues from 2.5G services were $4.3 million in 2003 compared to no revenues in 2002, as we
launched 2.5G services in late 2002 and commenced billing for the 2.5G services in 2003. Growth in revenues from
2.5G services reflect the nation-wide commercial launch of China Unicom’s WAP portal services in July 2003 and the
prominent positioning of our services on the menus of services which appear on that portal. The increase in revenues
from 2.5G services contributed to 34.0% of the increase in total revenues in 2003.

Software and System Integration Services. Qur software and system integration services revenues increased
17.5% to $5.4 million in 2003 from $4.6 million in 2002. This increase was primarily due to ongoing implementation of
our services provisioning and management software on China Unicom’s nation-wide WAP portal and on several
provincial level China Unicom WAP portals. In 2003, we substantially completed implementation of Phase Il of China
Unicom’s nation-wide WAP portal, which expanded the number of users it could support from 0.5 million to 1.5 million,
and Guangdong and Jiangsu provincial WAP portals. These national and provincial projects contributed $3.5 million of
revenues in 2003. We also provided an interim upgrade of the Phase II platform, which contributed $1.2 million of
revenues in 2003, and commenced initial third party hardware and software deliveries in respect to the Phase 111
expansion to 5 million users, which contributed $0.2 million of revenues in 2003. The increase in revenues from these
services contributed to 6.3% of the increase in total revenues in 2003.

Cost of Revenues. Our cost of revenues increased 38.3% to $10.8 million in 2003 from $7.8 million in 2002 primarily
due to the increased service fees related to the increase in sales of our 2G and 2.5G services.

2G Services.  Cost of 2G services increased 36.4% to $4.6 million in 2003 from $3.4 million in 2002 as a result
of the continued increase in our sales of 2G services. During 2003, sales were affected by the continued migration of 2G
users from purchasing on a per-use basis to a subscription basis. The increase in cost of 2G services contributed to
40.7% of the increase in total cost of revenues in 2003.

2.5G Services. Costof 2.5G services was $2.1 million in 2003 compared with no costs in 2002. These costs
reflect the launch and expansion of our 2.5G services through Chira Unicom’s nation-wide WAP portal in the second
half of 2003 and sales of 2.5G services through several of China Unicom’s provincial portals. The costs also reflect the
generally higher service fees of our 2.5G services compared to 2G services and network fees, fees paid to content
providers in connection with the launch of our 2.5G services on China Unicom’s nation-wide WAP portal and
depreciation costs related to software and hardware used to provide these services. The increase in cost of 2.5G services
contributed to 70.1% of the increase in total cost of revenues in 2003.
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Sofiware and System Integration Services. Cost of software and system integration services decreased 7.3%
from $4.5 million in 2002 to $4.2 million in 2003 primarily due to the higher percentage of our revenues related to our
own software and system integration services in 2003. Our own software and system integration services increased to
33.3% in 2003 from 6.5% in 2002. Qur costs related to our own software and system integration services are lower and
profit margins higher than those for third party hardware and software. The higher percentage of our own software and
services reflects the completion of Phase II and an interim expansion of the Phase II platform. The decrease in the cost
of these services helped to offset 10.9% of the increase in total cost of revenues in 2003.

Gross Profit.  As a result of the foregoing, our gross profit increased 359.6% to $12.3 million in 2003 from $2.7
million in 2002.

Operating Expenses. Qur total operating expenses increased 42.5% to $7.3 million in 2003 from $5.2 million in 2002.

Product Development Expenses. Our product development expenses increased 56.6% to $1.4 million in 2003
from $0.9 million in 2002. This increase was primarily due to increased staff cost related to the increased headcount
{from 26 to 59) needed for research and development of 2.5G services and software products and systems.

Selling and Marketing Expenses. Our selling and marketing expenses increased 57.5% to $4.6 million in 2003
from $2.9 million in 2002. This increase was primarily due to increases in staff costs to $4.4 million from $2.7 million
as we increased sales and marketing staff (from 130 to 206) to accommodate the growth and expansion of our 2G and
2.5G services nation-wide. Sales and marketing expenses also increased by $0.1 million in connection with the
amortization of customer lists of Hurray! Solutions in 2003.

General and Administrative Expenses. Our general and administrative expenses decreased 9.4% 1o $1.2 million
in 2003 from $1.4 million in 2002. This decrease reflects our efforts to limit growth of the non-revenue generating
aspects of our business and operations.

-

Stock -based Compensation. We incurred stock-based compensation expenses of $0.2 million in 2003. These
costs relate to the amortization of stock-based compensation cost arising from options granted to non-employee
consultants and a non-employee member of our board of directors in 2003. Our predecessor, Hurray! Solutions, did not
incur any stock-based compensation expense in 2002. Howe ver, Hurray! Holding, which is a successor entity for 2003
and subsequent periods for purposes of our financial statements, incurred stock-based compensation expense of $0.4
million in 2002, which arose from options granted to non-employees.

Income/(Loss) from Operations. As a result of the foregoing, our income from operations was $4.9 million in 2003
compared to a loss of $2.5 million in 2002. Combining the results of Hurray! Solutions (predecessor) and Hurray!
Holding (successor) on a pro forma basis, the loss from operations was $2.8 million in 2002.

Interest Expense.  Our interest expense, which is related to short-term bank loans, remained relatively unchanged at
approximately $0.4 million in 2003 and 2002.

Net Income (Loss). As aresult of the foregoing, our net income was $4.5 million in 2003 compared to a net loss of
$2.8 million in 2002. Combining the results of Hurray! Solutions (predecessor) and Hurray! Holding (successor) on a
pro forma basis, the net loss was $3.2 million in 2002.

Deemed Dividends on Series A Convertible Preference Shares. We effected a deemed dividend of $0.1 million in 2003
due to the difference between the sale and conversion prices and fair market values of warrants and Series A convertible
preference shares that we issued in the first and second quarters of 2003. We did not have a deemed dividend in 2002.
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Income (Loss) Attributable to Holders of Ordinary Shares.  As a result of the foregoing, our net income attributable to
holders of ordinary shares was $4.4 million in 2003 compared with a loss of $2.8 million in 2002. Combining the results
of Hurray! Solutions (predecessor) and Hurray! Holding (successor) on a pro forma basis, the net loss attributable to
holders of ordinary shares was $3.2 million in 2002.

Liquidity and Capital Resources
Cash Flows and Working Capital

The following table sets forth our cash flows with respect to operating activities, investing activities and financing
activities for the periods indicated:

For the Year Ended December 31,

2002 2003 2004
(Predecessor)

(in thousands of U.S. dellars)

Net cash provided by (used in) operating activities.............coooooviininn $ 221) § 3,093 § 15,751
Net cash provided by (used in) investing activities..............cooeeeienee. (397) 1,254 (18,599)
Net cash provided by financing activities..............coooviiiiiiiiiiin e, 2,375 6,792 406
Net increase (decrease) in cash and cash equivalents.......................... $ 1,757 § 11,139 § (2,442)

To date, we have primarily financed our operations through the private placement of equity to investors and our
current management, capital contributions, short-term borrowings and cash flow from our operating subsidiaries.

Our net cash provided by operating activities in 2004 was $15.8 million. This was primarily attributable to our net
income of $17.2 million, as adjusted for an add-back of $2.0 million in depreciation and amortization as a non-cash item
which was offset by a $3.5 million decrease in accounts receivable. Qur net cash provided by operating activities in
2003 was $3.1 million. This was primarily attributable to our net income of $4.5 million, as adjusted for a $2.9 million
increase in accounts payable and a $2.5 million increase in accrued expenses and other current liabilities which was
offset by a $7.9 million decrease in accounts receivable. Our net cash used in operating activities in 2002 was $0.2
million. This was primarily attributable to our net loss of $2.8 million, as adjusted for a $2.5 million increase in accounts
payable and a $1.2 million increase in accrued expenses and other current liabilities which was offset by a $2.1 million
decrease in accounts receivables. Prior to 2003, we experienced significant negative cash flows from our operating
activities. '

Net accounts receivable increased from $2.9 million as of December 31, 2002, to $7.9 million as of December 31,
2003 and to $11.9 million as of December 31, 2004. This increase is primarily due to an increase in our revenues and the
resulting increase in net accounts receivable at any given point in time. The average collection time for our accounts
receivable from 2G and 2.5G services decreased from 61 days in 2002, increased to 63 days in 2003 and decreased to 55
days in 2004, while the average collection time for our accounts receivable from software and system integrations
services increased from 130 days in 2002 to 153 days in 2003 and decreased to 114 days in 2004. The decrease in
collection time for 2G and 2.5G services in 2002 was primarily due to our increased collection efforts, which decreased
our receivables from the mobile operators. The increase in collection time for software and system integration services
in 2003 was due to our increased revenues and work in progress. The decrease in collection time for our 2G and 2.5G
services and software and system integration services in 2004 was due to our increased collection efforts and, in
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particular, an increase in accounts receivables from 2.5G services, which generally have a shorter collection time
compared to 2G services. Consequently, the average collection time for our combined accounts receivable fluctuated
from 85 days in 2002, to 109 days in 2003 and to 67 days in 2004. We establish provisions for bad debts in accordance
with our provisioning policy, which is based upon several factors including the amount of time that a receivable has

been overdue.

Currently, the majority of our net accounts receivable consist of fees due to us from mobile operators pursuant to
our network service agreements related to our 2G and 2.5G services. We have entered into separate network service
agreements with China Unicom, China Mobile and several of their respective provincial offices. In 2004, the majority of
our 2G and 2.5G services revenues were contributed by twelve separété entities of these mobile operators, upon whom
we rely for billing and collection services. In the event that the mobile operators or any of their provincial offices should
withhold, suspend or delay the payment of such fees to us, we may experience cash flow difficulties, in that our net cash
from operating activities may not be sufficient to meet our cash needs.

Net cash used in investing activities was $18.6 million in 2004, of which $16.7 million was used in the
acquisitions of Beijing Palmsky and Beijing Enterprise in March and April 2004, respectively, net of cash acquired from
these two entities in an aggregate amount of $0.9 million. Net cash provided by investing activities was $1.3 million in
2003 compared to net cash used of $0.4 million in 2002. This increase was primarily due to the purchase of additional
computer hardware, software and office equipment in connection with the expansion of our 2G and 2.5G services
business in 2003. Our total capital expenditures for computer hardware, software and office equipment for the years
ended December 31, 2003 and 2002 were $1.4 million and $0.4 million, respectively. We spent approximately $1.9
million in capital expenditures in 2004. Our capital expenditures in progress are financed fromretained earnings. Our

principal capital divestitures are not material. We do not have any material capital divestitures in progress.
The following table sets forth our capital expenditures and divestitures for the periods indicated:

For the Year Ended December 31,

2002 2003 2004
(Predecessor)

(in millions of U.S. dollars)
Capital expenditures..........cooviviiiiiiiii e $ 04 § 14 5 19

Capital divestitures ...........o.covieiiiiiiiiiiiiii e — — —

Net cash provided by financing activities was $0.4 million for 2004, mainly reflecting proceeds from the exercise
of our warrants and an increase in restricted cash, partially offset by repayments of our short-term loans. Net cash
provided by financing activities was $6.8 million in 2003, which primarily represented the proceeds from our issuance
of Series A preference shares to investors. In 2002, net cash provided by financing activities was $2.4 million, which
represented net proceeds from short-term borrowings and capital contributions. Our net cash provided by financing
activities in these periods has been used to finance capital expenditures and other costs and expenses related to our
operations.

We have no written treasury or borrowing policy. We keep almost all of our cash in U.S. dollar or RMB
denominated bank accounts or short-term time deposits for two principal purposes: to finance our operations and to
manage the interest rate and currency risks arising from our operations. We adjust the amount of cash held in U.S,
dollars and RM B from time to time to maximize our interest rate returns and to ensure that we have sufficient RMB for
our operational needs, including for lease and other commitments. We have not historically used derivative instruments

to hedge market risks.
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We believe that our current cash and cash equivalents, cash flow from operations and the proceeds from our initial
public offering will be sufficient to meet our anticipated cash needs, including for working capital, capital expenditures
and various contractual obligations, for at least the next 12 months. We also believe that our recent acquisitions of
Beijing Enterprise and Beijing Palmsky will have no material impact on our future liquidity or capital resources in the
near term. We may, however, require additional cash resources due to changed business conditions or other future
developments, including any investments or acquisitions we may decide to pursue. If these sources are insufficient to
satisfy our cash requirements, we may seek to issue debt securities or additional equity or to obtain bank borrowings.
The issue of convertible debt securities or additional equity securities could result in additional dilution to our
shareholders. The incurrence of indebtedness would result in increased debt service obligations and could result in
operating and financial covenants that would restrict our operations and the placement of liens over some or all of our

assets. We cannot assure you that financing will be available in amounts or on terms acceptable to us, if atall.

Indebtedness

As of December 31, 2004, Hurray! Solutions had short-term bank loans with an aggregate principal amount of
$2.7 million, with a weighted average interest rate of 5.84% per annum. The principal amounts for these loans were due
in full in February 2005 and April 2005, respectively. All of these short-term bank loans were guaranteed by our
subsidiary, Hurray! Times, and our affiliated Chinese company, Beijing Network. As of December 31, 2004, we did not
have any other indebtedness, and we did not have any material debt securities or material mortgages or liens. In addition,
as of December 31, 2004, we did not have any material contingent labilities.

Contractual Obligations and Commercial Commitments

The following table sets forth our contractual obligations as of December 31, 2004:

Paymeants Due by Period

Within 1
Total year 2006 Thereafter

(in thousands of U.S. dollars)
Operating lease cOMMItMENtS. . ... ....ouiuiiini it $ 1441 § 876 § 365 § —

Other contractual COMMUItMENES. .. oo vviireiri ittt eaaens — — — —

Total contractual obligations..................coooo $ 1441 % 876 $ 565 § —

Principal Accountant Fees and Services

The following table sets forth the aggregate fees in connection with certain professional services rendered by
Deloitte Touche Tohmatsu CPA Ltd., our principal independent auditors, for the periods indicated. We did not pay any
tax related or other service fees to our auditors during the periods indicated.

For the Year Ended December 31,

2002
(Predecessor) 2003 2004
Audit fees (. $ 25,000 $ 35,000 § 26,510




(1) Audit fees means the aggregate fees billed in each of the fiscal years listed for professional services rendered by our principal auditors for the audit of our
apoual financial statements.

Holding Company Structure

We are a holding company with no operations of our own. All of our operations are conducted through Hurray!
Times. As a result, our ability to pay dividends and to finance any debt that we may incur is dependent upon service fees
paid by our affiliated Chinese entities to Hurray! Times, and dividends and other distributions paid by Hurray! Times. If
any of our subsidiaries or our affiliated Chinese entities incurs debt onv:ivts own behalf in the future, the instruments
governing the debt may restrict its ability to pay service fees or dividends to Hurray! Times or us. In addition, Chinese
legal restrictions permit payment of dividends to us by our subsidiaries only out of the net income from our subsidiaries,
if any, determined in accordance with Chinese accounting standards and regulations. Under Chinese law, our
subsidiaries are also required to set aside a portion (at least 10%) of their after tax net income, if any, each year for
certain reserve funds. These reserve funds are not distributable as cash dividends.

Off-Balance Sheet Arrangements

Except as described above under “— Indebtedness,” we have not entered into any financial guarantees or other
commitments to guarantee the payment obligations of any third parties. In addition, we have not entered into any
derivative contracts that are indexed to our own shares and classified as shareholders® equity, or that are not reflected in
our financial statements. Furthermore, we do not have any retained or contingent interest in assets transferred to an
unconsolidated entity that serves as credit, liquidity or market risk support to such entity, Moreover, we do not have any
variable interest in an unconsolidated entity that provides financing, liquidity, market risk or credit support to us or
engages in leasing, hedging or research and development services with us.

Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

Our exposure to market risk for changes in interest rates relates primarily to the interest income generated by our
cash deposits in banks and interest expense arising from our short-term bank borrowings which we expect to reduce or
eliminate with a portion of the proceeds of our initial public offering. We have not used derivative financial instruments
in our investment portfolio. Interest-earning instruments and floating rate debt carry a degree of interest rate risk. We
have not been exposed, nor do we anticipate being exposed, to material risks due to changes in interest rates. Our future
interest income may fluctuate in line with changes in interest rates. However, the risk associated with fluctuating interest
rates is principally confined to our cash deposits in banks, and, therefore, our exposure to interest rate risk is minimal

and immaterial.

Foreign Exchange Risk

While our reporting currency is the U.S. dollar, to date, virtually all of our revenues and costs are denominated in
Renminbi and substantially all of our assets (other than the proceeds from our initial public offering) and liabilities are
denominated in Renminbi. As a result, we are exposed to foreign exchange risk as our revenues and results of operations
may be impacted by fluctuations in the exchange rate between U.S. dollars and Renminbi. If the Renminbi depreciates
against the U.S. dollar, the value of our Renminbi revenues and assets as expressed in U.S. dollars in our financial
statements will decline.
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Between 1999 and 2004, the exchange rate between Renminbi and U.S. dollars has varied by less than one-tenth
of one percent. If the Renmnibi had been 1% and 5% less valuable against the U.S. dollar than the actual rate as of
December 31, 2004 which was used in preparing the Company’s audited financial statements as of and for the year
ended December 31, 2004, our net asset value, as presented in U.S. dollars, would have been reduced by $398,758 and
$1,994,121, respectively. Conversely, if the Renminbi had been 1% and 5% more valuable against the U.S. dollar as of
that date, then our net asset value would have increased by $392,087 and $1,987,450, respectively. We cannot predict at
this time what will be the long-term effect of the Chinese government’s decision to tie the Renminbi to a basket of
currencies, rather than just to the U. S. dollar.

Inflation

In recent years, China has not experienced significant inflation, and thus inflation has not had a significant effect
on our business during the past three years. According to the China Statistical Bureau, China’s overall national inflation
rate, as measured by the general consumer price index, was approximately 3.9%,1.2% and (0.8)% in 2004, 2003 and
2002, respectively.

Taxation

Under the current law of the Cayman Islands, we are not subject to tax on income or capital gain. However, our
revenues are primarily derived from our Chinese subsidiary, Hurray! Times. Chinese foreign invested enterprises are
generally subject to a 30.0% state enterpris e income tax, and a 3.0% local enterprise income tax. However, Hurray!
Times, as well as Hurray! Solutions (and our other affiliated companies in China), have recently obtained approval from
the Chinese government authorities to be classified as “high technology” companies. This classification entitles Hurray!
Times to a three-year exemption from enterprise income tax commencing in 2003, followed by a 7.5% preferential tax
rate for the succeeding three years and a 15% preferential tax rate thereafter.

Qur five affiliated Chinese entities are generally subject to a 33.0% enterprise income tax. However, Hurray!
Solutions and our other affiliated companies in China are also classified as “high technology” companies and receive a
three-year income tax exemptin, followed by a 7.5% preferential tax rate for the succeeding three years and a 15%
preferential tax rate thereafter. The three year income tax exemption commenced in 2000 for Hurray! Solutions, 2002
for WVAS Solutions, 2003 for Beijing Cool Young, 2003 for Beijing Network, and 2003 for Beijing Palmsky. The

earnings of our five affiliated Chinese entities are passed on to Hurray! Times pursuant to various services agreements.

If our activities constitute a permanent establishment in China, the income we earn in China would also be subject
to a 30.0% state enterprise income tax and 3.0% local enterprise income tax. Income of our company that is not
connected to a permanent establishment in China would be subject to a 10% withholding tax on gross receipt from profit,
interest, rentals, royalties and other income earned in China. Dividends from our wholly owned subsidiary, Hurray!
Times, to our company are exempt from Chinese withholding tax.

Our wireless value-added services revenues are subject to a 3% business tax and our software and system
integration services revenues are subject to a value-added tax at the rate of 17%. Furthermore, any service fees that
Hurray! Times charges and subsequently collects pursuant to the exclusive technical and consulting service agreements
with Hurray! Solutions and our other Chinese affiliates are subject to a 5.0% business tax.

Subject to the approval of the relevant tax authorities, Hurray! Solutions and other affiliated Chinese entities had
total tax loss carryforwards of approximately $4.1 million and $2.9 million as of December 31, 2003 and 2004,
respectively, for enterprise income tax purposes, all of which will expire in 2007. These tax loss carryforwards give rise
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to potential deferred tax assets totaling $0.3 million and $0.4 million as of December 31, 2003 and 2004, respectively.
We cannot, however, conclude at this time that it is more likely than not that Hurray! Solutions and other affiliated
Chinese entities will record sufficient net income within the carry forward period to realize the full tax benefit of these
past net losses. As aresult, we have provided a full valuation allowance against Hurray! Solutions’ and other affiliated
Chinese entities” gross deferred tax assets as of December 31, 2002, 2003 and 2004,

Hurray! Technologies (HK) Ltd., (“Hurray! Technologies™), our 99% owned subsidiary, is subject to income tax
in Hong Kong. Hong Kong companies are generally subjectto a 17.5% corporate income tax. Hurray! Technologies has
not, however, paid any income taxes in Hong Kong because to date it has not received any revenues.

Recently Issued Accounting Standards

In June 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities”, which requires companies to recagnize costs associated with exit or
disposal activities when they are incurred rather than at the date of a commitment to an exit or disposal plan. Such costs
covered by the statement include lease termination costs and certain employee severance costs that are associated with a
restructuring, discontinued operations, plant closing, or other exit or disposal activity. SFAS No. 146 replaces the
previous accounting guidance provided by the Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring).” SFAS No. 146 is to be applied prospectively to exit or disposal activities initiated after December 31,
2002 and adoption of this statement did not have a material impact on our financial position, results of operations or
cash flows.

In November 2002, the Emerging Issue Task Force (“EITF"") reached a consensus on Issue No. 00-21 (“EITF No.
00-217), “Revenue Arrangements with Multiple Deliverables.” EITF No. 00-21 addresses certain aspects of the
accounting by a vendor for arrangements under which the vendor will perform multiple revenue generating activities.
EITF No. 00-21 will be effective for fiscal periods beginning after June 15, 2003. We have adopted EITF No. 00-21, and
it did not have a material impact on our financial position, cash flows or results of operations.

In November 2002, the FASB issued FIN No. 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others.” This interpretation requires certain disclosures to
be made by a guarantor in its interim and annual financial statements about its obligations under certain guarantees that
1t has issued. It also requires a guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the
obligation undertaken in issuing the guarantee. The disclosure requirements of FIN No. 45 are effective for interim and
annual periods ending after December 15, 2002 and have been adopted in the financial statements. The initial
recognition and initial measurement requirements of FIN No. 45 are effective prospectively for guarantees issued or
modified after December 31, 2002. The adoption of the recognition and initial measurement requirements of FIN No. 45
did not have a material impact on our financial position, cash flows or results of operations.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and
Disclosure.” SFAS No. 148 amends FASB Statement No. 123, “Accounting for Stock-Based Compensation,” to provide
alternative methods of transition to SFAS No. 123’s fair value method of accounting for stock-based employee
compensation. Statement 148 also amends the disclosure provisions of SFAS No. 123 and APB Opinion No. 28,
“Interim Finaucial Reporting,” to require disclosure in the summary of significant accounting policies of the effects of
an entity’s accounting policy with respect to stock-based employee compensation on reported net income and earnings
per share in annual and interim financial statements. While SFAS No. 148 does not amend SFAS No. 123 to require
companies to account for employee stock options using the fair value method, the disclosure provisions of SFAS No.
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148 are applicable to all companies with stock-based employee compensation, regardless of whether they account for
that compensation using the fair value method of SFAS No. 123 or the intrinsic value method of APB Opinion No. 25.
As allowed by SFAS No. 123, we have elected to continue to utilize the accounting method prescribed by APB Opinion
No. 25 and have adopted the disclosure requirements of SFAS No. 148 as of December 31, 2002.

In January 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities.” FIN 46 clarifies the
application of Accounting Research Bulletin No. 51, “Consolidated Financial Statements” and provides guidance on the
identification of entities for which control is achieved through means other than voting rights (“variable interest entities”
or “VIEs”) and how to determine when and which business enterprise should consolidate the VIEs. This new model for
consolidation applies to an entity in which either: (1) the equity investors (if any) lack one or more characteristics
deemed essential to a controlling financial interest or (2) the equity investment at risk is insufficient to finance that
entity’s activities without receiving additional subordinated financial support from other parties. FIN 46 was applicable
for periods ending after December 15, 2003. In December 2003 the FASB issued FIN 46 (revised) which provides for
the deferral of the implementation date to the end of the first reporting period after December 15, 2004 unless we have a
special purpose entity, in which case the provisions must be applied for fiscal years ending December 31, 2003. We have
adopted the provisions of FIN 46 (revised) from January 1, 2003.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics
of both Liabilities and Equity.” The Statement establishes standards for how an issuer classifies and measures certain
financial instruments. This Statement is effective for financial instruments entered into or modified after May 31, 2003,
and otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The Statement
requires that certain financial instruments that, under previous guidance, issuers could account for as equity be classified
as liabilities (or assets in some circumstances) in statement of positions or consolidated balance sheets, as appropriate.
The financial instruments within the scope of this Statement are: (1) mandatorily redeemable shares that an issuer is
obligated to buy back in exchange for cash or other assets; (ii) financial instruments that do or may require the issuer to
buy back some of its shares in exchange for cash or other assets; and (iii) financial instruments that embody an
obligation that can be settled with shares, the monetary value of which is fixed, tied solely or predominantly to a variable
such as a market index, or varies inversely with the value of the issuer’s shares (excluding certain financial instruments
indexed partly to the issuer’s equity shares and partly, but not predominantly, to something else). This Statement does
not apply to features embedded in a financial instrument that is not a derivative in its entirety. The Statement also
requires disclosures about alternative ways of settling the instruments and the capital structure of entities, all of whose
shares are mandatorily redeemable. The adoption of SFAS No. 150 did not have a material impact on our financial

position, cash flows or results of operations.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Hurray! Holding Co., Ltd.:

We have audited the accompanying consolidated balance sheets of Hurray! Holding Co., Ltd. and its subsidiaries (the
“Company”’) at December 31, 2003 and 2004 and the related consolidated statements of operations, shareholders’ equity and
comprehensive income, and cash flows for the years ended December 31, 2003 and 2004 and related financial statement
schedule included in Schedule 1. These financial statements and related financial statement schedule are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements and
related financial statement schedule based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Hurray! Holding Co., Ltd. and its subsidiaries at December 31, 2003 and 2004 and the results of their operations and their
cash flows for the above stated periods in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

/s/ Deloitte Touche Tohmatsu CPA Ltd.

Beijing, China
January 25, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Hurray! Solutions Ltd.:

We have audited the accompanying consolidated balance sheet of Hurray! Solutions Ltd. and its subsidiaries (the
“Company”’) at December 31, 2002 and the related consolidated statements of operations, shareholders’ deficiency and
comprehensive loss, and cash flows for the year then ended. These financial statements are the responsibility of the
Company’s management. OQur responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with standards of the Public Co mpany Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant

estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Hurray! Solutions Ltd. and its subsidiaries at December 31, 2002 and the results of their operations and their cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of America.

/s/ Deloitte Touche Tohmatsu CPA Ltd.

Beijing, China
April 15, 2004
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HURRAY! HOLDING CO., L'TD.
CONSOLIDATED BALANCE SHEETS

December 31,

2002
{Predecessor
Entity —
Hurray!
Seolutiens
Ltd)) 2003 2004 2004
Pro forma
(unaudited)
(Note 3)
(in U.S. dollars, except share data)
Assets
Current assets:
Cash and cash equivalents...............ooiiiiiiiii $ 3,493,070 $ 11,151,364 § 8,713,697 § 8,713,697
Restricted Cash. oo e e et ee e 1,510,154 1,510,263 — —
Accounts receivable, net of allowance of $Nil, $Nil and $12,384 as of December 31,

2002, 2003 and 2004 ... i e 2,936,550 7,891,521 11,882,993 11,882,993
Prepaid expenses and other current assets. .. 197,107 227,769 2,132,956 2,132,956
Amounts due from related parties. ..ot 131,905 — —_ —_
TOtAL CUITEIE ASSBLS. .. .oev it et e ettt e e e e e e b et et et aeaas 8,268,786 20,780,917 22,729,646 22,729,646
Investiment im an afTIBLE. . ..o i i e e e 217,000 — —_ —
DIEPOSIES . . ot 42,661 159,915 265,847 265,847
Property and equipment, net..... 1,028,350 1,897,032 2,616,983 2,616,983
Acquired intangible assets, net.. 212,932 70,982 439,565 439,565
Goodwill........ooi — 3,949,800 20,411,784 20,411,784
TOLal ASSBLS....ieviuiiinierieiiiiin it r ettt ettt e e s teasaa b st saersarees 3 9,769,729 $ 26858646 § 46,463,825 § 46,463,825
Liabilities and shareholders’ equity (deficiency)

Current liabilities:

ShOTt-term BOITOWIRZS ... .ottt ieert e ceri e e et e e e e et e s ene e e rae s renaens $ 6,161,429 $ 6,765,976 $ 2,658,128 § 2,658,128
ACCOUNES PAYADIE. ... ettt e 3,110,450 2,880,160 3,335,493 3,335,493
Accrued expenses and other current liabilities. ... 2,416,555 2,518,360 2,749,538 2,749,538
Amouats due to related Parties.............oiiiiiiiiiiiiii e, 715,056 — —_— ’ —
Total curtent Habilities. ... ....oovevvii i e 12,403,490 12,164,496 8,743,159 8,743,159
Commitments and contingencies (Note 18)

Shareholders’ equity (deficiency):

Series A convertible preference shares (30.001 par value; 22,000,000 shares

authorized; nil, 12,347,966 and 16,924,497 shares issued and outstanding as of

December 31, 2002, 2003 and 2004, respectively; liquidation value

SU2,000,000). .00ttt e — 12,348 16,925 —
Ordinary shares ($0.00005 par value; 4,560,000,000 shares authorized; nil,

1,176,000,000 and 1,186,672,000 shares issued and outstanding as of December

31, 2002, 2003 and 2004, respectively); (1,525,161,940 shares issued and

outstanding on 2 pro forma basis at December 31, 2004) ... — 58,800 59,334 76,259
WWVAITAIES L oottt ite et e iree et e e e et ae s aeaa st asanas e aab et aranase et tnbtaernnees — 2,287,966 — —
Subscription receivable. ... — (50,880) (50,880) (50,8890)
Additional paid-in capital........................ 7,342,236 8,310,939 16,416,197 16,416,197
Retained eamnings {(accumulated deficiency)........ (9,976,099 4,079,725 21,279,775 21,279,775
Accumulated other comprehensive income (108S).........ccooeerrieiriininiiiiieienenn, 102 (4,748) (685) (685)
Total sharebolders’ equity (deficiency)........ccocviiiieiviiei e, (2,633,761) 14,694,150 37,720,666 37,720,666
Total liabilities and shareholders’ equity (deficiency)................ $ 9,769,729 3 26,858,646 § 46,463,825 % 46,463,825

The accompanying notes are an integral part of these consolidated financial statements.

33-



J———

HURRAY! HOLDING CO., LTD.
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended Decermber 31,

2002
(Predecessor
Entity —
Hurray!
Solutions
Ltd.) 2003 2004
(in U.S. dollars, except share data)
Revenues: -
200 SEIVICES <. eeiet ettt et et e e e e -8 5,948,418 3 13,470,693 % 14,946,274
2.5G SETVACES . ..unit it es et L -— 4,288,907 28,227,033
Software and system integration services 4,564,352 5,363,668 10,267,050
TOtAl LEVEIUGS . ...\ttt e e e 10,512,770 23,123,268 53,440,357
Cost of revenues:
20 SETVICES .. ettt et ettt a it e e et it et et et et et et et rat et et e h e et e s e e s 3,363,104 4,586,258 7,049,848
250G BBIVITES. + ottt e e — 2,105,916 11,003,395
Software and SyStem (Qteration SEIVICES. ....uivuiin it eeiarti et aiae e et ee e aiaanenians 4,477,592 4,150,994 6,276,761
Total cost of revenues....................... 7,840,696 10,843,168 24,330,004
GOS8 PIOTIE. ..ot e e e e e 2,672,074 12,280,100 29,110,353
Operating expenses:
Product developmment. .. .......oviiii e 878,192 1,375,484 2,246,108
Selling and marketing...... 2,907,662 4,578,231 7,211,959
General and administrative..... 1,369,999 1,240,573 1,820,878
Stock-based compensation *............ . -— 153,556 281,186
In-process research and development........................ L — — 36,000
Total 0Perating EXPEISES. ... ..\ iut ittt et e e e 5,155,853 7,347,844 11,596,131
Income (loss) from operatious. .. (2,483,779 4,932,256 17,514,222
INtErest eXPEISE, MEL. ... .. ittt e e e 357,465 386,434 274,255
Net 00 {l088). ... e (2,841,244) 4,545,822 17,239,967
Deemed dividends on Series A convertible preference shares...............coocviiiiiiin — (113,333) (39,917)
Income (loss) attributable to holders of ordinary shares 3 (2,841,244) $ 4,432,489 § 17,200,050
I0COMIE PET SHATE, BASIC. ... i. ittt ittt ettt e ettt e e e e e e e ae s $ 000 $ 0.01
Income per share, difuted........ ... $ 0.00 § 0.01
Shares used in calculating basic income per share.............oooooei. T 1,088,810,959 1,208,512,142
Shares used in calculating dituted income per share..............coooviiiii i 1,343,606,622 1,572,887,775
Pro forma basic income per share (unaudited) (NOte 3).........coeiiiiiiiniiiii e $ 000 § 0.01
Pro forma diluted income per share (unaudited) (Note 3)..........ooo 3 000 $ 0.01
Shares used in calculating pro forma basic income per share (unaudited) (Note 3)................... 1,252,210,071 1,523,904,733
Shares used in calculating pro forma diluted income per share (unaudited) (Note3)................. 1,343,606,622 1,572,887,775
* Stock-based compensation related to:
Product developmEent. .......o.ooo it e $ 16,628 § 60,140
Selling and marketing..............cooooiiiiii . 115,765 221,046
General and administrative 21,163 —
TOtAl e e $ 153,556 $ 281,186

The accompanying notes are an integral part of these consolidated financial statements.
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HURRAY! HOLDING CO., LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

Operating activities: :
Income (loss) attributable to holders of ordinary shares.............c.c..cooiiiiiinl, ;
Deemed dividends on Series A convertible preference shares

NEt I0COME (LOSS). .. .. creti e e e et e e e
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Stock-based COMPENSAtION. ... ..ottt e
Depreciation and amortization..
Bad debt provision.......................
In-process research and development.. "
Loss on disposal of property and €qUIPIMENE. ... .......ooiiiriniii i
Changes in assets and liabilities:
Accounts TECeivabLe. ...
Prepaid expenses and other CUITENt @SSELS. .......ovvviiiiin it
DEPOSItS. ..oov e
Accounts payable...............l
Accrued expenses and other current liabilities. .,

Net cash provided by (used in ) operating activities.............. PN

Investing activities:

Purchase of subsidiaries, net of cash acquired of $921,914............cooi i
Net liabilities assumed from Hurray! Solutions Ltd
Purchases of property and equipment................... .
Proceeds from disposal of property and eqUIPIIEIE. ..........ceuvrii ittt

Net cash provided by (used in) investing activities.........co.ceeriiiriiiiiioriiiiiiciii e

Financing activities:

(Increase) Decrease in restricted cash...... ...
Proceeds from the i1ssuance of ordinary shares
Proceeds from the issuance of Series A convertible preference shares..
Payment to repurchase Serics A convertible preference shares. ..... PP
Deferred offering COSIS......... i
Capital contributions....
Capital repurchases...........oooooi i
Proceeds from exercise of warrants to purchase Series A convertible preference shares...
Advances from a related party.............ooiiiii
Repayments of advances to related parties, .. .
Proceeds from Short-term BOTTOWIIES .. .. c.. vttt e ettt
Repayments 0f ShOrt-term BOITOWINES. ... .uiviiiiii ittt e e en e eeii e

Net cash provided by financing activities..................

Net increase (decrease) in cash and cash equivalents..
Cash and cash equivalents, beginning of year ........
Effect of exchange rate changes.........o.vviiiiiiiiiiiniiiiiie e

Cash and cash equivalents, end of year ........coocovriiiiiiiiiiiiin

Supplemental disclosure of cash flow information
IETESt PAIA. ...t e

INCOME 1aXES PAIA. ...t e e

Supplemental disclosure of non-cash financing activities:
Intangible asset contributed by am iMVESIOT........iiiviiiiii i

Deemed dividend. ... ... e
Ordinary shares issued to investors for subscription receivable...........ooooiiiiiiiiii
Equipment contributed to an affiliate.....................

Net assets acquired from subsidiarics (including intangible assets of $1,055,000 and goodwill of
L6461, T01) . ceeeiiiii e

2002
(Predecessor
Entity —
Hurray!
Solutions
Ltd.)

2003

2004

(in U.S. dollars, except share data)

(2,841,249 S 4,432,489 $ 17,200,050
— 113,333 39,917
(2,841,244) 4,545,822 17,239,967
- 153,556 281,186
793,764 1,133,984 1,986,416
— — 12,384

- — 36,000
33,879 20,515 34,051
(2,134,655 (7,891,521 (3,513,979
229,065 (107,619) 4,878
7,118 (159,915) (71,444)
2,501,261 2,380,160 407,775
1,189,603 2,518,360 (666,080)
(221,209) 3,093,342 15,751,160
— — (16,727,447

— 2,633,761 —
(440,958) (1,388,217 (1,871,339
43,758 8,791 —
(397,200) 1,254,335 (18,598,782)
(44,093) {1,510,263) 1,510,263
- 6,220 —

— 7,690,934 —
— — (1,122)

— — (995,356)
1,065,655 - —
(241,645) — —
— — 3,999,955
715,056 —_ —
156,103 — —
6,161,429 604,547 _
(5,437,015 — {4,107,848)
2,375,490 6,791,438 405,892
1,757,081 11,139,115 (2,441,730)
1,735,548 15,923 11,151,364
441 (3,674) 4,063
3,493070  § 11,151,364 $§ 8,713,697
369,501 $ 389,673 $ 247213
— 3 — 3 —

— % - % —
283933 8 — 8 —
35000 15380 § —
348,905  § — 3 —
— 3 — $ 15,151,828

The accompanying notes are an integral part of these consolidated financial statements.



HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2002 (PREDECESSOR ENTITY —
HURRAY! SOLUTIONS LTD.), 2003 AND 2004

(in U.S. dollars, unless otherwise stated)

1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Hurray! Solutions Ltd. (“Hurray! Solutions™), a variable interest entity and predecessor to Hurray! Holding Co., Ltd.
(the “Company”), was established on September 21, 1999 in the People's Republic of China (the “PRC") as a domestic
limited liability company with an initial operating period of twenty years. Hurray! Solutions provides wireless value-added
services delivered through 2.5G and 2G technology platforms and is legally owned by Mr. Wang Qindai (“Mr. Wang”), the
Company’s president and chief executive officer, and Mr. Songzuo Xiang, a director of the Company. The Company’s ether
affiliated Chinese entities are owned by several other PRC citizens.

The Company and its consolidated subsidiaries provide wireless value-added services to mobile phone users delivered
over the networks of mobile operators in the PRC and software and system integration services to a major Chinese mobile
operator. The Company specializes in the development, marketing and distribution of consumer wireless value-added
services and of mission critical mobile Internet management software systems to the mobile operators.

The Company was incorporated under the laws of the Cayman Islands on April 23, 2002. At the same time, the
Company established Hurray! Times Communications (Beijing) Ltd. (“Hurray! Times™), a joint venture under the laws of the
PRC, with Hurray! Solutions. Hurray! Times was converted into a wholly foreign owned enterprise in February 2003 under
the laws of the PRC with an operating period of thirty years.

PRC regulations restrict direct foreign ownership of telecommunication service businesses in the PRC. In order to
comply with these régulations while allowing foreign indirect participation, the Company conducts substantially all of its
business through its variable interest entities: Hurray! Solutions, Beijing Cool Young Information Technolegy Co., Ltd
(“Beijing Cool Young™), Beijing WVAS Solutions Ltd. (“WVAS Solutions™), Beijing Enterprise Network Technology Co.
Ltd. (“Beijing Network”) and Beijing Paimsky Technology Co., Ltd. ("Beijing Palmsky”).

Beijing Network was established on October 11, 2002 under the laws of the PRC with an operating period of 20 years
and acquired by the Company in April 2004. In July 2004, Hurray! Solutions transferred its equity interest in Beijing
Network to two PRC citizens. Beijing Palmsky was established on March 20, 2003 under the laws of the PRC with an
operating period of 20 years and acquired by the Company in March 2004. In August 2004, Hurray! Solutions transferred its
equity interest in Beijing Palmsky to two PRC citizens.

Hurray! Solutions, Beijing Cool Young, WVAS Solutions, Beijing Network, Beijing Palmsky (collectively “the
Variable Interest Entities”) entered into various agreements with the Company, including domain name and license
agreements and an exclusive cooperation agreement. Under these agreements, the Variable Interest Entities have the
exclusive right to use certain domain and trade names of the Company, and the Company, through Hurray! Times, is the
exclusive provider of technical and consulting services to the Variable Interest Entities. In return, the Variable Interest
Entities are required to pay the Company licensing and service fees for the use of each domain name, trade name and for the
technical and consulting services received. The technical and consulting service fees can be, and are, adjusted at the
Company’s discretion depending on the level of service provided. The Company is entitled to receive service fees in an
amount up to all of the net income of the Variable Interest Entities. The Company has also provided guarantees for bank
credit facilities of $12,082,256 (RMB100 million) for Hurray! Solutions to satisfy its ongoing business requirements.

In addition, the Company has been assigned all voting rights by the direct and indirect owners of the Variable Interest
Entities through an agreement valid for ten years that cannot be amended or terminated except by written consent of all
parties. Finally, the Company has the option to acquire the equity interest of the Variable Interest Entities.

The Company is the sole beneficiary of the Variable Interest Entities because all the variable interests are held by the
Company and its related parties. The agreements described above provided for effective control of Hurray! Solutions to be
transferred to the Company at January 1, 2003. Neither the Company nor Hurray! Times had any operating activity prior to
entering into these agreements with Hurray! Solutions. As a result, the consolidated financial statements reflect the
consolidation of Hurray! Solutions from January 1, 2003 and the consolidation of Beijing Network and Beijing Palmsky
since they were acquired by the Company.
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HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2002 (PREDECESSOR ENTITY —
HURRAY! SOLUTIONS LTD.), 2003 AND 2004

(in U.S. dollars, unless otherwise stated)

2. ACQUISITIONS

(a) On March 31, 2004, Hurray! Solutions acquired certain assets ef Beijing Palmsky, a wireless interactive
entertainment, media and community value-added services provider in eiéhange for cash 0f $529,623 and 10,672,000
ordinary shares having a value of $1,502,467. The acquisition was recorded using the purchase method of accounting and,
accordingly, the acquired assets and liabilities were recorded at their fair market values at the date of acquisition. The
aggregate purchase price of $2,032,090 consisted of the following:

Cash consideration $ 529,623
Value of the ordinary shares issued 1,502,467

$ 2,032,090

Purchase price allocation:

Amortization period

Net tangible assets BCQUITEA. ... .. .ot ittt e e e $ 377,087

Intangible assets: ‘

SO WAL ettt ittt e 245,000 1 to Syears
Telecommunication value-added SErvICE ICERSE. ... ... imnit ittt et 42,000 4.5 years
IN-PrOCEsSS LECRMOIOZY . .. ce ettt e e e e e 36,000 None
NOD-COMPELE BETEEIMEIL. ... ettt et et et e e e e e e ettt e e et et ea e 1,000 2 years
GOOAWIIL ..o 1,331,003

TOBL. oo e § 2,032,090

The Company recorded a charge of $36,000 at the date of acquisition in accordance with FASB Interpretation No. 4,
“Applicability of FASB Statement No. 2 to Business Combinations Accounted for by the Purchase Method”, for purchased
in-process technology related to a development project that had not reached technological feasibility, had no alternative
future use, and for which successful development was uncertain. The conclusion that the in-process development effort, or
any material sub-component, had no alternative future use was reached in consultation with the Company’s management and
Beijing Palmsky’s management.

(b) In April 2004, the Company acquired all of the outstanding common stock of Beijing Enterprise Mobile
Technology Co., Ltd. and Beijing Enterprise Network Technology Co., Ltd. (collectively “Beijing Enterprise™), providers of
wireless interactive entertainment, media and community value-added services, in exchange for $12,421,091 cash and
42,688,780 ordinary shares having a value of $6,000,000.

If the Company fails to complete its initial public offering by September 30, 2004, the Company is committed to
repurchase 50% of the ordinary shares for cash consideration of $3 million, and if the Company fails to complete its initial
public offering by December 31, 2004, the Company is committed to repurchase the remaining 50% of the ordinary shares
for additional cash consideration of $3 million. If the fair value of the ordinary shares issued for this acquisition fails to reach
$6 million upon the initial public offering, the Company must pay the difference between the value upon the initial public
offering and $6 million within 5 business days after the initial public offering. Following an amendment to the acquisition
agreement dated November 4, 2004, the Company repurchased and retired all of the 42,688,780 ordinary shares issued for
$4,500,000. The repurchase reduced the purchase price and goodwill by $1,500,000.

The acquisition was recorded using the purchase method of accounting and, accordingly, the acquired assets and
liabilities were recorded at their fair market values at the date of acquisition. The aggregate purchase price of $17,119,738,
including transaction costs of $198,647, is allocated as follows:

Purchase price allocation:

Amortization period
Net tangible assets aCqUIred.... ..ottt $  « 1,257,980




HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2002 (PREDECESSOR ENTITY —
HURRAY! SOLUTIONS LTD.), 2003 AND 2004

(in U.S. dollars, unless otherwise stated)

Intangible assets:

CUSTOMIET DASE. ... oo e e 623,000 1 year
NOR-COMPEE BETEEIMEIE. .. .ottt ittt et et et et et et e e e e e e e s et e na e aens 57,000 2 years
Software content techiOlOZY. ... oot 19,000 3 months
Telecommunication value-added service license 17,000 3.5 years
Network Service agreement. ... . .c.ov it i ee ettt ee e e 15,000 1 year

GOOAWILL .. oo 15,130,758
' $ 17,119,738

(¢) In Japuary 2003, the Financial Accounting Standard Board (“FASB”) issued Financial Interpretation (“FIN’") No.
46, which requires certain variable interest entities to be consolidated by the primary beneficiary of the entity if the
ownership interest held by the equity investors in the entity does not have characteristics of a controlling financial interest or
does not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support
from other parties. FIN 46 was effective for all new variable interest entities created or acquired after January 31, 2003. In
December 2003, the FASB issued FIN 46 (revised), which provides for the deferral of the implementation date to the end of
the first reporting period after March 15, 2004 unless the company has a special purpose entity, in which case the provisions
must be applied for fiscal years ending December 31, 2003. The Company has allocated the assumed net liabilities as
follows:

Amortization period

Liabilities aSSUMEA. .. ..orvvtiittiie et et e e e e e % 2,846,693
Recorded acquired intangible ASSELS. . .. .viriiiiiii e e e 3 212,932
(BT ey T o o PO OSOPS 133,761 1 year -
GOOBWIIL L. e 2,500,000

TOtAl e 3 2,846,693

(d) In February 2003, the Company’s shareholders purchased the entire interest of investors in Hurray! Solutions, who
were the only investors in Hurray! Solutions that did not also have proportionate shareholdings in the Company. The
consideration of $1,449,800 was paid in cash through a series of transactions designed to comply with PRC regulations. The
Company’s shareholders contributed the minority interests acquired to the Company. Since the Company is the benefactor of
the acquisition, it has been accounted for as a minority interest acquisition and shareholder contribution. This per share price
represents the cash paid by the shareholders of Hurray! Holding for the minority interests in Hurray! Solutions. These
minority interests were contributed by such shareholders to the Company in exchange for the right to purchase these ordinary
shares of the Company. The Company issued 442,000,000 additional shares at $0.003 per share to all of its shareholders in
proportion to the cash each shareholder contributed. The value of the minority interest in Hurray! Solutions at the time of the
acquisition was zero. Because all assets had been recorded at fair value as a result of the initial application of FIN 46
(revised) on January 1, 2003, the entire consideration was recorded as goodwill.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of presentation

The consolidated financial statements of the Company have been prepared in accordance with accounting principles
generally accepted in the United States of America (“US GAAP™).

(b) Basis of consolidation

The consolidated financial statements include the financial statements of the Company, its wholly-owned subsidiaries
and variable interest entities, Hurray! Solutions, Beijing Cool Young, WV AS Solutions, Beijing Network and Beijing
Palmsky. All inter-company transactions and balances have been eliminated upon consolidation. The equity interests in
variable interest entities which are not directly owned by the Company have been recorded in additional paid-in capital
because the Company controls the voting rights and the economic benefits attributable to these interests. The Company has
elected to apply FIN 46 (revised) and consolidate its variable interest entity, Hurray! Solutions, from January 1, 2003.

4
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(c¢) Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and highly liquid investments which are unrestricted as to
withdrawal or use, and which have maturities of three months or less when purchased.

(d) Restricted cash

Restricted cash represents a U.S. dollar bank account used to partially secure the short-term bank borrowings of the
Company. Due to the PRC’s foreign exchange restrictions, Hurray! Solutions was unable to hold a U.S. dollar bank account.
Accordingly, Wang, a shareholder of the Company, held the cash balance on behalf of Hurray! Solutions. In 2004, the
Company converted the U.S. dollar cash balance into RMB, allowing the Company to hold the RMB cash balance directly,
and the related bank loan was repaid.

(e) Use of estimates

The preparation of financial statements in conformity with US GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and revenues and expenses in the financial statements
and accompanying notes. Significant accounting estimates reflected in the Company’s financial statements include useful
lives for plant and equipment, accruals for revenue adjustments, other liabilities, deferred taxes and stock-based
compensation.

(H Significant risks and uncertainties

The Company participates in a dynamic high-technology industry and believes that changes in any of the following
areas could have a material adverse effect on the Company’s future financial position, results of operations, or cash flows:
changes in the overall demand for entertainment-oriented wireless value-added services; advances and trends in new
technologies and industry standards; changes in key suppliers; changes in certain strategic relationships or customer
relationships; regulatory or other factors; risks associated with the ability to maintain strategic relationships with the mobile
operators; and risks associated with the Company’s ability to attract and retain employees necessary to support its growth.

(g) Property and equipment, net

Property and equipment are carried at cost less accumulated depreciation and amortization. Depreciation and
amortization are calculated on a straight-line basis over the following estimated useful lives:

Furniture and office equipment.................cooeiiiiiiiiniiiinn 3 years
Motor vehicles. ... 5 years
Telecommunication qUIPMENt. ... .......o.iiieiieeiieiiieiiieeee e, 3 years
Leasehold improvements.............oieiiiiiviiiiiii e e, Over the lease term

(h) Acquired intangible assets, net

Acquired intangible assets consist of wireless value-added service technology (VASPANA Mobile Value Added
Service Platform) and intangible assets acquired from Beijing Palmsky and Beijing Enterprise as described in Note 2, which
are carried at cost less accumulated amortization. Amortization is computed using the straight-line method over the intangible
assets’ useful lives. Accumulated amortization was $212,932, $488,652 and $1,139,310 at December 31, 2002, 2003 and
2004, respectively. The Company will record amortization expense of $252,849, $66,205, $57,745, $51,590 and $11,176 in
the years ended 2005 through 2009, respectively.,

(i) Goodwill

Beginning in 2002, with the adoption of SFAS 142, “Goodwill and Other Intangible Assets,” goodwill is no longer
amortized, but instead tested for impairment upon first adoption and annually thereafter, or more frequently if events or
changes in circumstances indicate that it might be impaired. SFAS No. 142 requires the Company to complete a two-step
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goodwill impairment test. The first step compares the fair values of each reporting unit to its carrying amount, including
goodwill. If the fair value of each reporting unit exceeds its carrying amount, goodwill is not considered to be impaired and
the second step will not be required. SFAS No. 142 requires completion of this first step within the first six months of initial
adoption and annually thereafter. If the carrying amount of a reporting unit exceeds its fair value, the second step compares
the implied fair value of goodwill to the carrying value of a reporting unit’s goodwill. The implied fair value of goodwill is
determined in a manner similar to accounting for a business combination with the allocation of the assessed fair value
determined in the first step to the assets and liabilities of the reporting unit. The excess of the fair value of the reporting unit
over the amounts assigned to the assets and liabilities is the implied fair value of goodwill. This allocation process is only
performed for purposes of evaluating goodwill impairment and does not result in an entry to adjust the value of any assets or
liabilities. An impairment loss is recognized for any excess in the carrying value of goodwill over the implied fair value of
goodwill. Upon the initial adoption, any impairment loss identified will be presented as a change in accounting principle, net
of applicable income tax benefit, and recorded as of the beginning of that year. Subsequent to the initial adoption, any
impairment loss recognized would be recorded as a charge to income from operations.

The Company performed the annual impairment test as of January 31, 2004 and there was no event as of December 31,
2004 that reduced the fair value of the Company’s reporting unit below the goodwill and intangible assets carrying amounts,
Management will perform the annual goodwill impairment test as of January 31, 2005 to determine if there is any goodwill
impairment.

As of December 31, 2002, 2003 and 2004, the Company had a goodwill balance of $nil, $3,949,800 and $20,411,784,
respectively, which 1s not deductible for tax purposes and has been allocated to the wireless value-added services reporting
segment.

(i) Impairment of long-lived assets

The Company reviews its long-lived assets for impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset may no longer be recoverable. When these events occur, the Company measures impairment
by comparing the carrying value of the long-lived assets to the estimated undiscounted future cash flows expected to result
from the use of the assets and their eventual disposition. If the sum of the expected undiscounted cash flow is less than the
carrying amount of the assets, the Company would recognize an impairment loss based on the fair value of the assets.

(k) Revenue recognition and cost of revenues
Wireless value-added services

Wireless value-added service revenues are derived from providing personalized media, games, entertainment and
communication services to mobile phone customers of the various subsidiaries of two Chinese mobile operators, China
United Telecommunications Corporation (“China Unicom™) and China Mobile Communications Corporation (“China
Mobile”) and their subsidiaries (collectively the “Mobile Operators™). Fees, negotiated by a network service agreement with
the Mobile Operators and indicated in the message received on the mobile phone, for these services are charged on a per-use
basis or on a monthly subscription basis, and vary according to the type of services delivered. The Company recognizes all
revenues in the period in which the services are performed net of business taxes of $116,000, $468,000 and $1,149,873 for
2002, 2003 and 2004, respectively.

The Company contracts with the Mobile Operators for the transmission of wireless services as well as for billing and
collection services. The Mobile Operators provide the Company with a monthly statement that represents the principal
evidence that service has been delivered and triggers revenue recognition for a substantial portion of the Company’s revenue.
In certain instances, when a statement is not received within a reasonable period of time, the Company makes an estimate of
the revenues and cost of services earned during the period covered by the statement based on its internally generated
information, historical experience and/or other assumptions that are believed to be reasonable under the circumstances.

The Company’s financial statements through December 31, 2003 reflect the Company’s actual revenues as they appear
on the Mobile Operators’ statements. For the year ended December 31, 2004, the Company recognized approximately 5% of
its 2G services on an estimated basis. With respect to the Company’s 2.5G services, the Mobile Operators allow the
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Company limited access to their transmission and billing system information to monitor if the Company’s services are
actually delivered and paid for, which information the Company then uses to reconcile to its own internal records. In addition,
the Mobile Operators in general provide the Company with monthly statements within a reasonable period after month end.
Accordingly, the amount of estimated revenues for 2.5G services for the year ended December 31, 2004 and in future periods
is insignificant.

The Company measures its revenues based on the total amount paid by mobile phone customers, for which the Mobile
Operators bill and collect on the Company’s behalf. Accordingly, the service fee paid to the Mobile Operators is included in
the cost of revenues. In addition, in respect of 2G services, the Mobile Operators charge the Company a network fee based on
a per message fee, which varies depending on the volume of messages sent in the relevant month, multiplied by the excess of
messages sent over messages received. These network fees are likewise retained by the Mobile Operators and are reflected as
cost of revenues.

The Company evaluates the criteria outlined in Emerging Issues Task Force (“EITF”) Issue No.99-19, “Reporting
Revenue Gross as Principal Versus Net as an Agent,” in determining whether it is appropriate to record the gross amount of
revenues and related costs or the net amount earned after deducting the fees charged by the Mobile Operators. The Company
records the gross amounts billed to its mobile phone customers, as it is the primary obligor in these transactions since it has
latitude in establishing prices, is involved in the determination of service specifications, selection of suppliers, and bears
credit risk relating to their transactions.

Software and system integration services

Software and system integration services are a total customized solution, which includes software license fees, system
design, planning, consulting and integration, and in some cases hardware products and require significant modification and
customization to meet the customers specifications outlined in the revenue contract. Revenue from software and system
integration services is recognized on the percentage-of-completion method in accordance with Statement of Position (“SOP™)
81-1 based upon where the Company stands as to its stage of completion allowing for adjustments for any losses on the
contract relating to overruns, except for revenues associated with the procurement of hardware which are recognized upon
delivery. Provisions for estimated losses on contracts are made in the period in which the anticipated losses become known.
Actual costs and gross margins on such contracts could differ from management’s estimates, and such differences could be
material to the consolidated financial statements. The Company has segmented the revenue generated from the sale of
hardware products from the remaining software and system integration services as required under the provisions of SOP 81-1.
The Company submits separate proposals for each of the deliverables and the customer may accept the software and
integration services without accepting the hardware. Values assigned to the hardware revenue segments is based on
negotiated prices with the customers.

The Company evaluates the criteria outlined in EITF Issue 99-19, “Reporting Revenue Gross as Principal Versus Net
as an Agent,” in determining whether it is appropriate to record the gross amount of hardware revenues and related costs or
the net amount earned after deducting the amounts paid to the supplier. The Company records the gross amounts billed to its
customers as it is the primary obligor in these transactions since it has latitude in establishing prices, is involved in the
determination of service specifications and selection of suppliers and bears inventory and credit risk relating to the
transaction.

(I) Foreign currency translation

The Company uses the United States dollar (“U.S. dollar”) as its functional and reporting currency. Monetary assets
and liabilities denominated in currencies other than the U.S. dollar are translated into U.S. dollars at the rates of exchange
ruling at the balance sheet date. Transactions in currencies other than U.S. dollars during the year are converted into US
dollars at the applicable rates of exchange prevailing at the last day of the month transactions occurred. Transaction gains and
losses are recognized in the statements of operations.

The financial records of certain of the Company’s subsidiaries are maintained in Renminbi (“RMB”’), which is their
functional currency. Assets and liabilities are translated at the exchange rates at the balance sheet date, equity accounts are
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translated at historical exchange rates and revenues, expenses, gains and losses are translated using the average rate for the
year. Translation adjustments are reported as cumulative translation adjustments and are reflected as a separate component of
comprehensive income (loss) in the statements of shareholders’ equity (deficiency).

RMB is not fully convertible into U.S. dollars. The rate of exchange quoted by the Bank of China on December 31,
2004 was USD 1.00 = RMB 8.2765 (8.2773 and 8.2767 at December 31, 2002 and 2003, respectively).

(m) Product development expenses

Product development expenses consist of content development expenses including compensation and related costs for
employees associated with the development and programming of mobile data content and costs for the development of new
software products and substantial enhancements to existing software products. These costs are expensed as incurred until
technological feasibility has been established, at which time any additional costs would be capitalized. To date, the Company
has essentially completed its development concurrently with the establishment of technological feasibility, and, accordingly,
no costs have been capitalized.

(n) Income taxes

Deferred income taxes are recognized for temporary differences between the tax basis of assets and liabilities and their
reported amounts in the financial statements, net operating loss carry forwards and credits by applying enacted statutory tax
rates applicable to future years. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management,
it is more likely than not that some portion or all of the deferred tax assets will not be realized. Current income taxes are
provided for in accordance with the laws of the relevant taxing authorities.

(o) Comprehensive income (loss)

Comprehensive income (loss) includes foreign currency translation adjustments. Comprehensive income (loss) is
reported in the statements of shareholders’ equity (deficiency).

(p) Fair value of financial instruments

Financial instruments include cash and cash equivalents, accounts receivable, short-term borrowings, accounts payable,
and accrued expenses and other current liabilities. The carrying values of cash and cash equivalents, accounts receivable,
short-term borrowings, accounts payable, and accrued liabilities and other current liabilities approximate their fair values due
to their short-term maturities.

(@@ Advertising costs

The Company expenses advertising costs as incurred. Total advertising expenses were $115,493, $276,232 and
$361,923 in 2002, 2003 and 2004, respectively, and have been included in selling and marketing expenses.

(r) Stock-based compensation

The Company grants stock optioas to its employees and certain non-employees. The Company records a compensation
charge for the excess of the fair value of the stock at the grant date or any other measurement date over the amount an
employee must pay to acquire the stock. The compensation expense is recognized over the applicable service period, which is
usually the vesting period. The Company accounts for stock-based awards to non-employees by recording a charge for the
services rendered by the non-employees using their estimated fair values.

Had compensation cost for options granted to employees under the Company’s stock option plans been determined
based on the fair values at the grant dates, the Company’s pro forma income would have been as follows:
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Year ended
December 31,
2003 2004

Income attributable to ordinary shareholders as reported...................oooiiienn .l P PPN $ 4,432,489 § 17,200,050
Add: Employee stock compensation as reported..............ooceiiiiiiiieiaiiineniiiian, — —
Less: Employee stock compensation determined using the fair value method e (114,670) (689,087)
Pro forma income attributable to ordinary shareholders........................... S OP TP $ 4317819 $ 16,510,963
Basic income per share:

AS TEPOTEA. ..ot e s e e e, $ 000 % 001

PO BOTITIA. ... e e 0.00 0.0t
Diluted income per share:

A TEPOTIEM . e e e e 0.00 0.01

PO OTII A, L 0.00 0.01

The fair value of each option grant and share granted is estimated on the date of grant using the Black-Scholes Option
Pricing mode! with the following assumptions used for grants during the applicable period.

Year ended December 31,

Option Grants 2003 2004
Average risk-free 1ate Of FETUMTL . .......ooiu it e e e e 3.54% 3.36%-3.45%
Weighted average expected option life 4 years 4 years
Volatility rate 95% 95%
DIVIAENA Feld. ... e e et et e e et e e e et et e et e e e ea s 0% 0%

(s) Income per share

Basic income per share is computed by dividing income attributable to ordinary shareholders by the weighted average
number of ordinary shares outstanding during the period. Diluted income per ordinary share reflects the potential dilution that
could occur if securities or other contracts to issue-ordinary shares were exercised or converted into ordinary shares.

() Segment reporting

The Company operates and manages its business in two segments, which are wireless value-added services and
software and system integration services. The wireless value-added services currently consist of 2G services and 2.5G
services.

The Company generates its revenues solely in the PRC, and accordingly, no geographical information is provided.
(u) Recently issued accounting standards

In June 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities”, which requires companies to recognize costs associated with exit or disposal
activities when they are incurred rather than at the date of a commitment to an exit ot disposal plan. Such costs covered by
the statement include lease termination costs and certain employee severance costs that are associated with a restructuring,
discontinued operations, plant closing, or other exit or disposal activity. SFAS No. 146 replaces the previous accounting
guidance provided by the Emerging Issues Task Force Issue No. 94 -3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” SFAS No.
146 is to be applied prospectively to exit or disposal activities initiated after December 31, 2002 and adoption of this
statement did not have a material impact on the Company’s financial position, results of operations or cash flows.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and
Disclosure.” SFAS No. 148 amends FASB Statement No. 123, “Accounting for Stock-Based Compensation,” to provide
alternative methods of transition to SFAS No. 123’s fair value method of accounting for stock-based employee compensation.
Statement 148 also amends the disclosure provisions of SFAS No. 123 and APB Opinion No. 28, “Interim Financial
Reporting,” to require disclosure in the summary of significant accounting policies of the effects of an entity’s accounting
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policy with respect to stock-based employee compensation on reported net income and earnings per share in annual and
interim financial statements. While SFAS No. 148 does not amend SFAS No. 123 to require companies to account for
employee stock options using the fair value method, the disclosure provisions of SFAS No. 148 are applicable to all
companies with stock-based employee compensation, regardless of whether they account for that compensation using the fair
value method of SFAS No. 123 or the intrinsic value method of APB Opinion No. 25. As allowed by SFAS No. 123, the
Company has elected to continue to utilize the accounting method prescribed by APB Opinion No. 25 and has adopted the
disclosure requirements of SFAS No. 148 as of December 31, 2002. '

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity.” The Statement establishes standards for how an issuer classifies and measures certain financial
instruments. This Statement is effective for financial instruments entered into or modified after May 31, 2003, and otherwise
is effective at the beginning of the first interim period beginning after June 15, 2003. The Statement requires that certain
financial instruments that, under previous guidance, issuers could account for as equity be classified as liabilities (or assets in
some circumstances) in statement of positions or consolidated balance sheets, as appropriate. The financial instruments
within the scope of this Statement are: (i) mandatorily redeemable shares that an issuer is obligated to buy back in exchange
for cash or other assets; (ii) financial instruments that do or may require the issuer to buy back some of its shares in exchange
for cash or other assets; and (iii) financial instruments that embodies an obligation that can be settled with shares, the
monetary value of which is fixed, tied solely or predominantly to a variable such as a market index, or varies inversely with
the value of the issuer’s shares (excluding certain financial instruments indexed partly to the issuer’s equity shares and partly,
but not predominantly, to something else). This Statement does not apply to features embedded in a financial instrument that
is not a derivative in its entirety. The Statement also requires disclosures about alternative ways of settling the instruments
and the capital structure of entities, all of whose shares are mandatorily redeemable. The adoption of SFAS No. 150 did not
have a material impact on the Company’s financial position, cash flows or results of operations.

In November 2002, the FASB issued FIN No. 43, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others™. This interpretation requires certain disclosures to be
made by a guarantor in its interim and annual financial statements about its obligations under certain guarantees that it has
issued. It also tequires a guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The disclosure requirements of FIN No. 43 are effective for interim and annual periods
ending after December 15, 2002 and have been adopted in the financial statements. The initial recognition and initial
measurement requirements of FIN No. 45 are effective prospectively for guarantees issued or modified after December 31,
2002. The adoption of the recognition and initial measurement requirements of FIN No. 45 did not have a material impact on
the Company’s financial position, cash flows or results of operations.

In January 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities.” FIN 46 clarifies the
application of Accounting Research Bulletin No. 51, “Consolidated Financial Statements” and provides guidance on the
identification of entities for which control is achieved through means other than voting rights (“variable interest entities” or
“VIEs”) and how to determine when and which business enterprise should consolidate the VIEs. This new model for
consolidation applies to an entity in which either: (1) the equity investors (if any) lack one or more characteristics deemed
essential to a controlling financial interest or (2) the equity investment at risk is insufficient to finance that entity’s activities
without receiving additional subordinated financial support from other parties. FIN 46 was applicable for periods ending
December 15, 2003. In December 2003 the FASB issued FIN 46(revised) which provides for the deferral of the
implementation date to the end of the first reporting period after December 15, 2004 unless the company has a special
purpose entity, in which case the provisions must be applied for fiscal years ending December 31, 2003. The Company has
adopted the provisions of FIN 46 (revised) from January 1, 2003.

In November 2002, the EITF reached a consensus on Issue No. 00-21 (“EITF No. 00-21”), “Revenue Arrangements
with Multiple Deliverables.” EITF No. 00-21 addresses certain aspects of the accounting by a vendor for arrangements under
which the vendor will perform multiple revenue generating activities. EITF No. 00-21 will be effective for fiscal periods
beginning after June 15, 2003. The Company has adopted EITF No. 00-21 and it did not have a material impact on the
Company’s financial position, cash flows or results of operations.
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(v) Upaudited pro forma information

The unaudited pro forma balance sheet information as of December 31, 2004 assumes the conversion upon the
completion of the initial public offering of all Series A convertible preference shares outstanding as of December 31, 2004
into ordinary shares. ’

(w) Unaudited pro forma income per share

Pro forma basic and diluted income per ordinary share is computed by dividing income attributable to holders of
ordinary shares by the weighted average number of ordinary shares outstanding for the period plus the number of ordinary

shares resulting from the assumed converson upon the closing of the planned initial public offering of ail outstanding Series
A convertible preference shares.

4. ACCOUNTS RECEIVABLE
Accounts receivable consist of:

December 31,

2002
(Predecessor
Entity —
Hurray!
Solutions Ltd.) 2003 2004
Billed receivables. ... $ 2,899,712 % 6,953,551 % 10,965,074
Unbilled receivables.............ooooiiii 36,838 937,970 917,919
$ 2,936,550 § 7,891,521 § 11,882,953

Unbilled receivables represent amounts earned under software and system integration service contracts in progress but
not billable at the respective balance sheet dates. These amounts become billable according to the contract terms, which
usually consider the passage of time or completion of the projects. The Company anticipates that substantially all of such
unbilled amounts will'be billed and collected within twelve months of balance sheet date.

5. PREPAID EXPENSES AND OTHER CURRENT ASSETS
Prepaid expenses and other current assets consist of:

December 31,

2002
(Predecessor
Entity —
Hurray!
Solutions Ltd.) 2003 2004
Staff advances and other receivables........................ 3 182,738 § 32,681 § 66,195
Advances to SuUppliers...........cooooviiiiiiiiii 3,378 147,226 121,333
Deferred offering costs.............ocoooviiiiii i — — 1,524,006
Prepaid eXpenses......o.oovvuviiiiini e 10,991 47,862 421,422
3 197,107 § 227,769 % 2,132,956

6. RELATED PARTY BALANCES AND TRANSACTIONS
Details of amounts due from and to related parties as of December 31, 2002, 2003 and 2004 are as follows:

(a) Amounts due from related parties, which were non-interest bearing, unsecured and had no specific terms of
repayment, consist of the following:
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December 31,

2002
(Predecessor
Entity —
i Hurray! -
! Solutions Ltd.) 2003 2004

Hurray! TIMes........ooooii e 131,908 — —
3 131,905 % — 3 —

(b) Amounts due to related parties, which were non-interest bearing, unsecured and repayable on demand, consist of
the following:

December 31,

2002
(Predecessor
Entity —
Hurray!
Solutions Ltd.) 2003 2004

Hurray! Times.............coooiiiii e 715,056 — —
3 715,056 § — $ —

(¢) 1In 2002, Hurray! Solutions restructured its advance to Bit Tech, an investor of Hurray! Solutions, of $888,046.
Hurray! Solutions agreed with Bit Tech and Hua Wei Si Technical Development Co., Ltd (“Hua Wei Si”), a company related
to Bit Tech, that Hurray! Solutions would transfer the entire amount of the advance from Bit Tech to Hua Wei Si in
repayment of Hurray! Solutions’ amounts due to Hua Wei Si of $604,113. The resulting difference of $283,933 was recorded
as a deemed dividend.

(d) At December 31, 2002, Bit Tech had partially guaranteed Hurray! Solutions’ short-term bank borrowings. Bit
Tech had guaranteed $4,641,610 of the $6,161,429 outstanding short-term bank borrowings in 2002.

7. PROPERTY AND EQUIPMENT, NET
Property and equipment, net, consist of:

December 31,

!
! 2002
1 (Predecessor
i Entity —
| Hurray!
Solutions Ltd.) 2003 2004
i
; Furniture and office equipment..................oooeiniinil, s 3 741,052 $ 1,245,876 % 2,284,581
! MOtor VERICIES. .. .ottt e 106,159 89,314 165,889
i Telecommunication eqUIPIEDL. ..........ooiivie i 1,174,760 2,156,813 2,954,629
Leasehold MMprovements. . .........c.viiiiiiriniiiiicn e —_ 180,152 321,946
2,021,971 3,672,155 5,727,045
Less: accumulated depreciation and amortization..............coooivveiiieeinninnn (993,621) (1,775,123) (3,110,062)
$ 1,028,350 § 1,897,032 § 2,616,983

8. SHORT-TERM BORROWINGS

At December 31, 2002, short-term bank loans consisted of four bank loans of $2,174,622, $1,449,748, $1,328,936 and
$1,208,123, repayable on May 23, 2003, May 29, 2003, March 10, 2003 and June 11, 2003 and bore interest at 5.84%, 5.84%,
5.04% and 5.04% per annum, respectively.
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At December 31, 2003, short-term bank loans consisted of five bank loans of $2,174,779, $1,449,852, $1,329,031,
$1,208,210 and $604,104, repayable on February 23, 2004, April 18, 2004, March 10, 2004, April 21, 2004 and January 15,
2004 and bore interest at 5.84%, 5.84%, 5.31%, 5.84% and 5.84% per annum, respectively.

At December 31, 2004, short-term bank loans consisted of three bank loans of $604,120, $845,768 and $1,208,240,
repayable on February 4, 2005, April 19, 2005 and April 21, 2005, respectively, and bore interest at 5.84%.

Short-term bank loans of $4,641,610 in 2002 were guaranteed by Bit Tech, a former shareholder of Hurray! Solutions.
Short-term bank loans of $5,436,945 and $2,658,128 as of December 31, 2003 and 2004, respectively, were guaranteed by
Hurray! Times and Beijing Network. The balance of the loans, $1,519,819, $1,329,031 and $nil as of December 31, 2002,
2003 and 2004, respectively, was guaranteed by Wang, a shareholder of the Company, with a pledge of restricted cash as
disclosed in Note 3(d). These guarantees were provided at no cost to the Company.

Interest expense and the average interest rate for 2002, 2003 and 2004 were $369,702 and 5.44%, $389,673 and 5.73%,
and $312,440 and 5.84%, respectively.

9. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES
Accrued expenses and other current liabilities consist of:

December 31,

2002
(Predecessor
Entity —
Hurray!
Solutions Ltd.) 2003 2004
Accrued payroll......o...ooo e, 3 759,433 % 1,627,822 § 452,582
Vatue-added tax payable..........oooiiiiiiini 403,467 595,665 875,479
Other acCred EXPEMSES. ...t utii ittt ie ettt et 932,527 419,984 888,797
Accrued welfare benefits. . ... 292,880 282,078 249,404
Business tax payable. ... . ..o 19,601 119,730 208,647
Other taxes payable.... ..o e 8,647 73,081 74,629
$ 2,416,555 § 2,518,360 $ 2,749,538

The Company’s PRC subsidiaries are subject to value-added tax at a rate of 17% on revenues from procurement of
hardware on behalf of customers and revenues from software and system integration services. Value-added tax payable on
revenues is computed net of value-added tax paid on purchases.

The Company’s PRC subsidiaries are also subject to business tax at a rate of 3% on wireless value-added services
revenues.

10. INCOME TAXES

The Company is a tax-exempted company incorporated in the Cayman Islands. The subsidiaries incorporated in the
PRC are governed by the Income Tax Law of the PRC Concerning Foreign Investment and Foreign Enterprises and various
local income tax laws (the “Income Tax Laws™). Pursuant to the PRC Income Tax Laws, foreign investment enterprises are
subject to income tax at a statutory rate of 33% (30% of state income tax plus 3% local income tax) on the PRC taxable
income. However, preferential tax treatment of Hurray! Times and the Company’s variable interest entities in the PRC as
“high technology” companies has been agreed with the relevant tax authorities, and accordingly, they are entitled to a tax rate
of 15%. In addition, they are entitled to a three-year exemption from income tax, followed by a 50% reduction in tax rates for
the succeeding three years, in accordance with the Income Tax Laws of the PRC. These preferential tax arrangements will
expire at various dates between 2005 and 2008,

The principal components of the deferred tax assets are as follows:
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December 31,

2002
(Predecessor
Entity — Hurray!
Solutiens Ltd.) 2003 2004

Deferred tax assets: -

Net operating loss carry forwards................. $ 460,897 $ 310,605 & 439729

Depreciation and @mOTHZAON. .. ..o.vvviuiieiiineet e ieenaiieennnn 6,006 77,943 234,125
Deferred tax assets...........coeevvinnien. 466,903 388,548 673,854
Valuation allowance. .. (466,903) (388,548) (673,854)
Deferred tax agssets, net $ — $ — § —

A reconciliation between statutory income tax rate and the Company’s effective tax rate is as follows:

Year Ended December 3],

2002
(Predecessor
Entity —Hurray!
Solutions Ltd.) 2003 2004
Statutory tAX FALE ... i e e 15.0% 15.0% 15.0%
Effect of tax holiday.......cocoriiiiii i e e — (7.5%) (7.5%)
Non-deductible stock-based compensation...................coooiiiii L — 0.3% 0.1%
Other non-deductible expenses / non-taxable income.....................coeene. — (6.1%) (9.3%)
Change in valuation allowance.............co.ovveiei i (15.0%) (1.7%) 1.7%

B e Ctive 1aX Tal. i s — — —

At December 31, 2004, tax loss carry forwards amounted to approximately $2.9 million, $2.0 million of which will
expire in 2007 and $0.9 million will expire in 2009. A valuation allowance of $466,903, $388,548 and $673,854 has been
established as of December 31, 2002, 2003 and 2004, respectively, as it is considered more likely than not that the relevant
deferred tax will not be realized. The valuation allowance as of December 31, 2003 decreased from 2002 because the
Company has utilized a portion of the net operating loss carryforwards to offset against taxable income generated in 2003.
The valuation allowance increased in 2004 due to the tax loss carry forwards of the entities acquired in 2004.

11. SHAREHOLDERS’ EQUITY (DEFICIENCY)
Ordinary Shares

In 2002, Hurray! Solutions issued capital to a new investor for cash proceeds of $1,065,655.
In 2002, Hurray! Solutions repurchased capital from an investor for $241,645.

In 2003, the Company issued 442,000,000 ordinary shares at a price per share of $0.003 in connection with the
establishment of the Company. This per share price represents the $0.001 issue price of the shares and the value of the cash
paid by the shareholders of Hurray! Holding for the minority interests in Hurray! Solutions. These minority interests were
contributed by such shareholders to Hurray! Holding in exchange for the right to purchase these ordinary shares of Hurray!
Holding. The shareholders’ payments to the minority interest holders of $1,449,800 have been accounted for as additional
paid-in capital because the Company is the primary benefactor of the acquisition.

The Company issued 10,672,000 ordinary shares to acquire Beijing Palmsky at a price per share of $0.14 in March
2004, which was the acquisition date for accounting purposes. The closing of the transaction occurred in May 2004. Of that
purchase price, $0.00005 per share is payable in cash, with the remaining amount recorded in additional paid-in capital.

-49-



HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2002 (PREDECESSOR ENTITY —
HURRAY'! SOLUTIONS LTD.), 2003 AND 2004

(in U.S. dollars, unless otherwise stated)

The Company issued 42,688,780 ordinary shares to acquire Beijing Enterprise at a price per share of $0.14 in April
2004, which was the acquisition date for accounting purposes. The closing of the transaction occurred in May 2004. The
shares issued were repurchased by the Company on November 4, 2004 for $4,500,000.

On July 9, 2004, shareholders of the Company approved a 20-for-1 stock split of the Company’s ordinary shares and an
increase of 2,840,000,000 ordinary shares authorized for issuance, with immediate effect. The ordinary share split and
increase in authorized ordinary share capital have been retroactively applied to all periods presented.

Preference Shares

In 2003, the Company issued 12,347,966 Series A convertible preference shares and warrants to purchase 8,786,077
Series A convertible preference shares for cash proceeds of $8,000,000. The accounting treatment requires a beneficial
conversion feature on the Series A convertible preference shares to be calculated. The proceeds received in the Series A
offerings were first allocated between the convertible instrument and the warrants on a relative fair value basis. A calculation
was then performed to determine the difference between the effective conversion price and the fair market value of the
ordinary shares at the commitment date resulting in the recognition of deemed dividends on Series A convertible preference
shares 0f $153,250. The deemed dividends are amortized from the commitment date to the earliest conversion date of March
31, 2004. Amortization of the deemed dividends was $113,333 and $39,917 for 2003 and 2004, respectively.

On April 30, 2004, pursuant to the Series A convertible preference share agreement, the Company exercised its
clawback rights to repurchase and retire 1,122,546 shares of Series A convertible preference shares at $0.001 per share.

The significant terms of the above Series A convertible preference shares are as follows:
Conversion:

Each Series A convertible preference share is convertible into one ordinary share at a conversion price equal to the
original purchase price for Series A convertible preference shares at the option of the holder at any time after the date of
issuance of such shares, or is automatically converted at the consummation of the Company’s sale of ordinary shares in an
underwritten initial public offering at the then prevailing conversion price subject to adjustment for dilution, including but not
limited to stock splits, in accordance with the conversion provisions in the Company’s Articles of Incorporation.

Voting rights:

Each Series A convertible preference share has voting rights equivalent to the number of ordinary shares into which it
is convertible.

Dividends:

The holder of each Series A convertible preference share is entitled to receive dividends when and if declared by the
Board of Directors. From inception of the Company through December 31, 2004, no dividends have been declared.

Liquidation preference.

In the event of any liquidation, dissolution or winding up of the Company, the holders of Series A convertible
preference shares shall be paid an amount equal to the aggregate original purchase price (the “Liquidation Amount”). If the
assets to be distributed among the holders of Series A convertible preference shares shall be insufficient to permit payment to
holders of Series A convertible preference shares of an aggregate amount equal to the Liquidation Amount, the entire assets
of the Company to be distributed shall be distributed pro rata among the holders of Series A convertible preference shares.
Subsequently, the remaining liquidation proceeds shall be distributed pro rata amongst all the shareholders, including the
holders of Series A convertible preference shares, in accordance with each shareholder’s respective shareholding percentage
and with each preference share participating as if converted into ordinary shares.
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12. STOCK OPTIONS

The Company’s 2002, 2003 and 2004 stock option plans (the “Plans”) allow the Company to offer incentive awards to
employees, directors, consultants or external service advisors of the Company. Options to purchase 242,222,000 ordinary
shares are authorized under the Plans. Under the terms of the Plans, options are generally granted at prices equal to or greater
than the fair market value as determined by the Board of Directors and expire 10 years from the date of grant and generally
vest over 3-4 years. As of December 31, 2004, 151,374,220 options to purchase ordinary shares were outstanding and options
to purchase 80,000,000 ordinary shares were available for future grant.

Subsequent to the dates of grant, the Company obtained a valuation analysis performed by an independent appraiser to
reassess the determination of the fair market value of the Company’s ordinary shares. The valuation analysis utilizes
generally accepted valuation methodologies such as the income and market approach and discounted cash flow approach to
value the Company’s business. The Company has not recognized a compensation expense in the consolidated financial
statements for employee arrangements since the exercise prices were equal to or greater than the fair market values at the
dates of grant.

A summary of the stock option activity is as follows:

Ordinary shares

Weighted
Number of average
options exercise price

49,512,000 $ 0.025
49,512,000 $ 0.025
47,212,000 $ 0.071
(660,000) $ 0.036
96,064,000 3 0.047
65,498,000 3% 10.120
(10,187,780) $ 0.096
151,374,220 $ 0.075

The weighted average per-share fair value of options as of the grant dates was as follows:

Year ended December 31,
2002 2003 2004

Ordinary SHATES. ... ....ovuiiniiiie e $0.012 $0.003 $ 0.015

The following table summarizes information with respect to stock options outstanding at December 31, 2004:

Options outstanding Options exercisable

Weighted Weighted Weighted

average average average

Number remaining exercise Number exercise

Exercise Prices outstanding contractual life price exercisable price
Ordinary shares:

30025 47,622,720 7.75 years  § 0.025 42,072,720 3 0.025
$0.071 i 44,969,500 8.5years § 0.071 34,724,500 § 0.071
017 50,928,000 9 years § 0.117 23,232,000 § 0.117
$0.141 ..o 7,854,000 9.25 years  § 0.141 — —

Total...ooov 151,374,220 100,029,220

In 2002, the Company granted 3,000,000 options to purchase ordinary shares to an external consultant in exchange for
certain services, which vest over 3 years. The Company recorded compensation expense of $7,654 and $59,835 in 2002 and
2003, respectively, estimated on the basis of the Black-Scholes Option Pricing model with the following assumptions:
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2002 2003
Average risk free rate of TEIUM. ............iiiiiiiiii i 4.51% 4.51%
Weighted average expected option life 3 years 2 years
Volatility rate..........oooiiiiiiiii e o 95% 95%
Dividend yield. .. ..o 0% 0%

These options were amended as of January 1, 2004 to vest immediately. As a result, the Company recorded the
remaining compensation exp ense of $70,698 in 2004.

At January 1, 2003, the Company remeasured options issued to employees of Hurray! Solutions in 2002. No
compensation expense resulted.

In 2003, the Company granted 29,000,000 options to purchase ordinary shares to its external consultants and a member
of the board of directors in exchange for past services, which vest immediately. The Company recorded compensation
expense of $93,721 in 2003, estimated on the basis of the Black-Scholes Option Pricing model with the following
assumptions:

Average risk free Tate OF TETUITL ...ttt e e e et 3.54%
Weighted average expected option Life............ooooiiiiiniiiiii e 1 year
VOLatilIY FAE. ...t e e 95%
Dividend yield.. ... e 0%

In January 2004, the Company granted 14,000,000 options to purchase ordinary shares to its external consultants in
exchange for past services, which vest immediately. The Company recorded compensation expense of $210,488 in 2004,
estimated on the basis of the Black-Scholes Option Pricing model with the following assumptions:

Average risk free tate Of FBIIIN. ..o 1.29%
Weighted average expected option life............cooiiiiiiii i e 9 months
Volatility rate.........ccooeeireiiinirannenn.n. . 95%

Dividend yield......................o P 0%

Ordinary shares reserved for future issuance

At December 31, 2004, the Company reserved ordinary shares for future issuance of the following:

Conversion of outstanding preference shares..............c.ooooiiiiiiii e 260,000,000
Issuance of stock options under the stock option plans..............coooiiiiiiiiiin i 231,374,220

491,374,220

13. WARRANTS

In conjunction with the Series A convertible preference share agreements, the Company granted 3,087,000 warrants to
purchase Series A convertible preference shares (the “Performance Warrants™). The Performance Warrants had an exercise
price of $0.001 per share and were exercisable on March 31, 2004 or within 3 months after the publication of 2003 audited
financials if the Company’s consolidated net income for 2003 did not exceed $2.8 million. The number of warrants could be
partially or entirely cancelled if the Company met certain specified performance targets in 2003. If consolidated net income
reached $3.5 million then all warrants would be cancelled. All Performance Warrants were cancelled as of December 31,
2003.

In addition, the Company also granted warrants to purchase 5,699,077 Series A convertible preference shares to a
holder of such shares (the “Fidelity Warrants™). The Fidelity Warrants had an exercise price of $0.70186 per share and
became exercisable on March 31, 2004 or within 3 mounths after the publication of 2003 audited financials. The Fidelity
Warrants were not subject to any reduction or cancellation clause. On April 7, 2004, the holders of these warrants exercised
them and purchased Series A convertible preference shares for a total purchase price of $3,999,955.

The fair value of the warrants was approximately $2.3 million at the grant date, estimated on the basis of the
Black-Scholes Pricing model with the following assumptions:
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Expected price volatility range 95%
RISK-{TE8 LIEETESt FALE. ... e\t iviitett et et s e e et e e e e anae e 3.54%
Expected dividend payment rate as a percentage of the stock price on the date of grant.... 0%
Contractual e 0f the WaITaNS. . ...ttt e 1 year

14. SEGMENT INFORMATION

The Company derives revenues principally from providing wireless value-added services and software and system
integration services, which are its two reportable segments. The Company’s chief executive officer regularly reviews the
operating results and makes resource allocation decisions using the discrete financial information relating to these two
reporting units. The wireless value-added services are delivered through the 2.5G mobile network, including wireless access
protocol (“WAP™), and 2G technology platforms, including short messaging services (“SMS™) and interactive voice response
(“IVR”). The software and system integration services include the design, development, licensing fee, hardware, installation
and after sale support of the Company’s VASPro services provisioning and management sofiware platform. The Company
believes it operates in two segments, and all financial segment information can be found in the consolidated financial
statements.

Geographic Information
The Company operates in the PRC and all of the Company’s long-lived assets are located in the PRC.
15. INCOME PER SHARE

The following table sets forth the computation of basic and diluted income per share for the periods indicated:

Year ended December 31,

2003 2004
Income attributable to holders of ordinary shares (numerator), basic and diluted..................... 3 4,432,489 § 17,200,050
Shares (denomipator): p
Weighted average ordinary shares outstanding used in compiting basic income per
ST, ettt e e 1,088,810,95% 1,208,512,142
Weighted average ordinary shares outstanding used in computing diluted income per
[ S SO VORI PPPPTURIN 1,343,606,622 1,572,887,775
TACOME Per ShATe, DASIC. .. ..ueiiiit it ittt e $ 0.00 3§ 0.01
Income per share, AHBtEd. ... e $ 0.00 § 0.01
Shares used in computing pro forma per share amounts on an as converted basis:
BASIC. <1 tett et et e et et ettt e n et a e et et e el ettt e e e et ae 1,252,210,071 1,523,904,733
DS .o e e 1,343,606,622 1,572,887,775
Pro forma income per share on an as converted basis: )
2 E TN T T VPP ROOPPITIU 3 0.00 § 0.01
Diluted.........ooiii s $ 0.00 3% 0.01

Income per share has not been presented for Hurray! Solutions as it did not issue shares.

Ordinary share equivalents are calculated using the treasury stock method. Under the treasury stock method, the
proceeds from the assumed conversion of options and warrants are used to repurchase outstanding ordinary shares using the
average fair value for the period.

16. CONCENTRATIONS

{a) Dependence on Mobile Operators

The revenues of the Company are derived from network service agreements with the Mobile Operators, China Unicom
and China Mobile. The Mobile Operators are entitled to a service and network fee for the transmission of wireless
value-added services as well as for the billing and collection of services. If the contractual relationships with either Mobile
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Operator in the PRC are terminated or scaled-back, or if the Mobile Operators alter the network service agreements in a way
that is adverse to the Company, the Company’s wireless value-added service business would be adversely affected.

Revenues generated from the mobile phone customers through China Unicom and China Mobile, together with
revenues from software and system integration services provided to China Unicom, were as follows:

Year ended December 31,

2002
(Predecessor
Eatity —
Hurray!
Solutions Ltd.) 2003 2004
Revenues %o Revenues Yo Revenues Yo
China UBICOM. .. .veeieiceeiee e e e § 9,921,031 94% § 19,212,724 83% $ 43,896,424 82%
China Mobile..............cooviiiiic e $ 591,739 6% $ 3,910,544 17% $ 9,543,933 18%

Accounts receivable due from the mabile phone customers through China Unicomand China Mobile, together with
receivables from China Unicom under software and system integration contracts, were as follows:

December 31,

2002
(Predecessor
Entity —
Hurray!
Solutions Ltd.) 2003 2004
Accounts Accounts Accounts
receivable Yo receivable % receivable Yo
China Unicom.............c..ccceeniniiiinnnii.. $0 2,672,906 91% $ 7,080,434 90% $§ 9,825,276 83%
China Mobile........ooorvi $ 263,644 9% % 811,087 10% $ 2,057,717 17%

M) Credit risk

The Company depends on the billing systems of the Mobile Operators to charge the mobile phone customers through
mobile phone bills and to collect payments from customers. The Company generally does not require collateral for its
accounts receivable. The Company has not experienced any significant credit losses for any periods presented.

17. MAINLAND CHINA CONTRIBUTION PLAN AND PROFIT APPROFPRIATION

Full time employees of the Company in the PRC participate in a government-mandated multiemployer defined
contribution plan pursuant to which certain pension benefits, medical care, unemployment insurance, employee housing fund
and other welfare benefits are provided to employees. Chinese labor regulations require the Company to accrue for these
benefits based on certain percentages of the employees’ salaries. The total provisions for such employee benefits were
$300,313, $577,664 and $824,793 for the years ended December 31, 2002, 2003 and 2004, respectively.

PRC legal restrictions permit payments of dividends by the Company’s PRC subsidiaries only out of their retained
earnings, if any, determined in accordance with PRC accounting standards and regulations. Prior to payment of dividends,
pursuant to the laws applicable to the PRC’s Foreign Investment Enterprises, the Company’s subsidiaries in the PRC must
make appropriations from after-tax profit to non-distributable reserve funds as determined by the Board of Directors of the
Company. These reserve funds include a (i) general reserve, (ii) enterprise expansion fund and (iii) staff bonus and welfare
fund. Subject to certain cumulative limits, the general reserve fund requires annual appropriations of 10% of after-tax profit
(as determined under PRC GAAP at each year-end); the other fund appropriations are at the Company’s discretion. These
reserve funds can only be used for specific purposes of enterprise expansion and staff bonus and welfare and are not
distributable as cash dividends. Appropriations to the staff welfare and bonus fund will be charged to general and
administrative expenses. For the years ended December 31, 2002, 2003 and 2004, the Company’s PRC subsidiaries and
affiliates made appropriations to the general reserve fund of $nil, $196,340 and $1,454,966, respectively. The PRC
subsidiaries elected not to make any appropriations to the enterprise expansion fund and staff bonus and welfare fund in any
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of the periods presented. As a result of these PRC laws and regulations, the PRC subsidiaries are restricted from transferring
a portion of their net assets to the Company. As of December 31, 2004, restricted net assets were approximately $46.6
million.

18. COMMITMENTS AND CONTINGENCIES
Operating leases as lessor

The Company leases certain office premises under non-cancelable leases, which expire in 2006. Rent expense under
operating leases for 2002, 2003 and 2004 was $437,490, $433,002 and $900,552, respectively.

Future minimum lease payments under non-cancelable operating lease agreements were as follows:

December 31,

2005 . e 3 875,547
2006, . e e 565,346

TOAL ...ttt $ 1,440,893
Litigation

In September 2004, Beijing Dingxin Investment Co., Ltd. (“Beijing Dingxin”) initiated a lawsuit in the Beijing No.1
Intermediate People’s Court against Hurray! Solutions seeking the repayment of a debt in the amount of RMBS5.0 million
owed to a third party, Hua Wei Si Technical Development Co., Ltd. (“Hua Wei Si”). The suit alleges that Hua Wei Si did not
properly exercise its creditor’s rights against Hurray! Solutions pursuant to a loan from Hua Wei Si to Hurray! Solutions’
predecessor made in November 2000 in the same amount. Hua Wei Si and the predecessor of Hurray! Solutions were
affiliated companies and were both under the control of Bit Tech when such loan was made. In December 2004, the Beijing
Municipal No. 1 Intermediate People’s Court rendered a judgment in favor of Hurray! Solutions on the ground that Hua Wei
Si’s claims against Hurray! Solutions in respect of the repayment of the debt are barred after two years from the due date for
repayment (November 2001). Beijing Dingxin appealed against such judgment and this case is currently pending in Beijing
Municipal High People’s Court for trial. Hurray! Solutions intends to continuously vigorously defend itself in this suit,
although it cannot predict the ultimate outcome or the effect on its liquidity at this time.

# ok ok %
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SCHEDULE 1

These financial statements have been prepared on the basis of accounting principles generally accepted in the United

States of America.

HURRAY! HOLDING CO., LTD.
FINANCIAL INFORMATION OF REGISTRANT (PARENT COMPANY)

(in U.S. dollars, except share data)

December 31,
2002 2003 2004

Assets
Current assets:
Cash and cash equivalents................... 3 9,566 $ 5,381,033 § 418,267
Prepaid expenses and other current assets............co.oooiiiiiii . 120,000 — 555,993
Amounts due from related parties...............ooviiiiii e 240,000 183,144 —
Total CUITENE ASSELS. .. ettt ittt e e e e e, 369,566 5,564,177 974,260
Investments in subsidiaries and affiliates..................ccoooiiiiiinn, 483,000 7,722,195 40,065,048
Total ASS@ES . ... i e 3 852,566 § 13,286,372 $ 41,039,308
Liabilities and shareholders’ equity
Current liabilities: :
Accrued expenses and other current liabilities....................cooil $ — 3§ 37274 § 211,161
Amounts due to related parties..............ooii i — — 4,556,596
Total current Habilities. . oo — 37,274 4,767,757
Shareholders’ equity:
Series A convertible preference shares ($0.001 par value; 22,000,000

shares authorized; uil, 12,347,966 and 16,924,497 shares issued and

outstanding as of December 31, 2002, 2003 and 2004, respectively;

liquidation value $12,000,000)...... ... — 12,348 16,925 -
Ordinary shares ($0.00005 par value; 4,560,000,000 shares authonzcd

734,000,000, 1,176,000,000 and 1,186,672,000 shares issued and

outstanding as of December 31, 2002, 2003 and 2004 respectively)..... 36,700 58,800 59,334
ALY ¢ -1 1 T — 2,287,966 —
Subscription receivable. ... oo (35,000) {50,880) (50,880)
Additional paid-incapital............o 1,203,630 6,861,139 14,966,397
Retained earnings (accumulated deficiency).............c.ooon (352,764) 4,079,725 21,279,775
Total shareholders’ equity..........cootiiiiiiii e, 852,566 13,249,098 ‘ 36,271,551
Total liabilities and shareholders’ equity................................... $ 852,566 $ 13,286,372 $ 41,039,308
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Period from April 23, 2002 Year ended December 31,
(date of incorporation) to
December 31, 2002 2003 2004
Operating expenses
Selling and marketing...............oooiviiniii $ — 3 — 3 103,480
General and administrative...................... S : _ 573 20,664 103,646
Stock-based compensation............ooeviiiiiiiiii e, . 355,330 153,556 281,186
L0oss from OPerations. ... ...ocvieit vt o (355,903) (174,220) (488,312)
Interest income (EXPENSE). .. .oevvriereiriniriiiiierieeiaeineaen 3,139 (865) 341
Equity in earnings of subsidiaries and affiliates..................... — 4,720,907 17,727,938
Net income (1088). . oineeiiiiii it (352,764) 4,545,822 17,239,967
Deemed dividends on Series A convertible preference shares. ... — (113,333) - (39,917)
Income (loss) attributable to holders of ordinary shares........... 3 (352,764) $ 4,432489 $ 17,200,050
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HURRAY! HOLDING CO., LTD.

(in U.S. dollars, except share data)

Issuance of ordinary
shares..............

Stock options issued
to non-employees

Net10ss.......coo.ovnee

Balance as of
December 31,

Issuance of Series A
convertible
preference shares
(ret of share
issuance costs of
$309,066).........

Stock options issued
to non-employees

Deemed dividends on
Series A
convertibie
preference shares

Net income............

Balance as of
December 31,

Issuance of ordinary
shares related to
acquisitions of
Beijing Palmsky
and Beijing
Enterprise.........

Repurchase of
ordinary shares
related to
acquisitious of
Beijing
Enterprise.........

Exercise of warrants..

Repurchase of Series
A convertible
preference shares.

Stock options issued
to non-employees

Deemed dividends on
Series A
convertible
preference shares.

Net income............

Balance as of -
December 31,

Series A convertible Retained
preference shares Ordinary shares Additional earnings Total
Subscription paid-in (Accumulated shareholder:
Shares Amount Shares Amount Warrants receivable capital deficit) equity
— 8 — 734,000,000 § 36,700 3 — 8 (35,0000 3 848,300 3 — 3 850,00C
- — —_ — — — 355,330 — 355,33
_ — —_ — — — — (352,764) (352,76¢
— — 734,000,000 36,700 — (35,000) 1,203,630 (352,764) 852,56¢
— - 442,000,000 22,100 — (15,880 — — 6,22
12,347,966 12,348 — — 2,287,966 — 5,390,620 —_ 7,690,93
-— — — — — — 153,556 — 153,55
— — — — — — 113,333 {113,333) -
— — — — — — — 4,545,822 4,545,832
12,347,966 12,348 1,176,000,000 58,800 2,287,966 (50,880} 6,861,139 4,079,725 13,249,08
— — 53,360,780 2,668 — — 7,499,799 — 7,502 4¢
— — (42,688,780) (2,134) — — (5,997,866 — (6,000,01
5,699,077 5,699 — — (2,287,966) — 6,282,222 — 3,999.9:
(1,122,546 (1,122) — — — — — — (1,5
— — — — — — 281,186 — 281, 1
. _ __ _ — — 39,917 (39,917
_ _ — — — — — 17,239,967 17,239,9
16,924,497 § 16,925 1,186,672,000 § 59,334 $ ~— 3 (50,880) $ 14,966,397 $ 21,279,775 § 36,2715
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HURRAY! HOLDING CO., LTD.
FINANCIAL INFORMATION OF REGISTRANT (PARENT COMPANY)
(in U.S. dollars)

Operating activities:
Income (loss) attributable to holders of ordinary shares.........
Deemed dividends on Series A convertible preference shares..

Net income (1088)....oeviriiii i
Adjustments to reconcile net income (loss) to cash used by
operating activities:
Stock-based compensation eXpense.............co.veueeeninnnn.
Equity in earnings of subsidiaries and affiliates...............
Changes in assets and liabilities:
Prepaid expenses and other current assets..................
Amounts due from related parties...........................
Accrued expenses and other current liabilities.............
Amounts due to related parties..............

Net cash provided by (used in) operating activities..............

Investing activities:
Investment in subsidiaries. ...

Net cash used in investing activities........................ ...
Financing activities:

Praceeds from the issuance of ordinary shares....................
Proceeds from the issuance of Series A convertible preference

Payment to repurchase Series A convertible preference shares

Proceeds from exercise of warrants to repurchase Series A
convertible preference shares...... B v

Deferred offering costs................ci

Net cash provided by financing activities.......................
Net increase (decrease) in cash and cash equivalents .........
Cash and cash equivalents, beginning of period...............

Cash and cash equivalents, end of period.......................

-59.

Period from April 23, 2002

Year ended December 31,

(date of incorporation) to

December 31, 2002 2003 2004

(352,764) $ 4,432,489 $ 17,200,050
— 113,333 39,917
(352,764) 4,545,822 17,239,967
355,330 153,556 281,186
—  (4,720907)  (17,727.938)
(120,000} 120,000 (177,200)
(240,000) 56,856 183,144
— 37,274 (26,113)

— — 56,596
(357,434) 192,601 (170,358)
(483,000)  (2,518,288) (8,612,448)
(483,000)  (2,518,288) (8,612,448)
850,000 6,220 —
— 7,690,934 —
— — (1,122)

— — 3,999,955
(178,793)

850,000 7,697,154 3,820,040
9,566 5,371.467 (4,962,766)

—_ 9,566 5,381,033

9,566 % 5,381,033 § 418,267




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Hurray! Holding Co., Ltd.

We have audited the accompanying consolidated balance sheet of Hurray! Holding Co., Ltd. and its subsidiary (the
“Company”) at December 31, 2002 and the related consolidated statements of operations, shareholders’ equity and
comprehensive loss, and cash flows for the pertod from April 23, 2002 (date of incorporation) to December 31, 2002. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit.

We conducted our audit in accordance with standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
Hurray! Holding Co., Ltd. and its subsidiary at December 31, 2002 and the results of their operations and their cash flows for
the above stated period in conformity with accounting principles generally accepted in the United States of America.

/s/ Deloitte Touche Tohmatsu CPA Ltd.

Beijing, China
April 15, 2004 (July 9, 2004 as to Note 8)
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HURRAY! HOLDING CO., LTD.

CONSOLIDATED BALANCE SHEET
AS OF DECEMBER 31, 2002

(In U.S. dollars, except share data)

Assets

Current assets: :

Cash and cash eqUIVALEDLS. ........ ..o i e et e e e $ 15,923
Prepaid expenses and other current assets. .. 120,150
Amounnts due from a TeIAIEd PartY. . ... oottt e e e e e 715,056
Y I 1 L T S PPN 851,129
Eguipment.... ) 348,906
Total assets.. $ 1,200,035
Liabilities and shareholders’ equity

Current liabilities:

Amounts due t0 @ TlAEA PAILY . ... i e e e ae s $ 131,543
IMIDOTIEY IBEETESE. ..ot et et e e e e e e e e e e 217,000
Shareholders’ equity:

Ordinary shares ($0.00005 par value; 4,560,000,000 shares authorized;

734,000,000 shares isstued and OUEStAAING). ... oottt e e e e e 36,700
Subscription receivable................... . (35,000)
Additional paid-in CAPILAL ........cooii it e e e e 1,203,630
AccumUIBted AefICIEICY . ....o v (352,764)
Accurnulated other cOMPIEREISIVE L08S. ... . i ittt ittt ettt ettt e et et e n can et e e et e et e et e e e e e et e e n e aaatn e ea e ans (1,074)
Total Shar e Ol ders Uty . . e e 851,492
Total liabilities and shareholders® equity $ 1,200,035

The accompanying notes are an integral part of these consolidated financial statements.
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HURRAY! HOLDING CO., LTD.

CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002 '

(In U.S. dollars, except share data)

Operating expenses:

: General and administrative. ...t e R 573

i Stock-based compensation.......... 355,330
Li0SS fTOMN OPETAIIONS . ...ttt e e e e e e (355,903)
|11 (A (TeTe) o LT S PPN 3,139
IOt 0SS, ot e e e e 3 (352,764)
INEL 1055 PET SHAIE, DASIC. ... it et e et e e e e 3 (0.00)
Net loss per share, diluted. ... e e $ (0.00)
Shares used in calculating basic net 108S Per Share............ooooiiiii i e [T 732,473,469
Shares used in caleulating diluted net 10sS Per Share. ... ... ... e 732,473,469

The accompanying notes are an integral part of these consolidated financial statements.

1
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HURRAY! HOLDING CO., LTD.

CONSOLIDATED STATEMENT OF OPERATIONS

FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002 ’

(In U.S. dollars, except share data)

Operating expenses:
General and administrative
Stock-based compensation

Loss from opetations
Interest income

Net loss

Net loss per share, basic

Net loss per share, diluted

Shares used in calculating basic net loss per share

Shares used in calculating diluted net loss per share

The accompanying notes are an integral part of these consolidated financial statements.
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355,330

(355,903)
3,139

(352,764)
(0.00)
(0.00)

732,473,469
732,473,469



HURRAY! HOLDING CO., LTD. |

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY AND OTHER COMPREHENSIVE LOSS
FOR THE PERIOD FROM APRIL 23,2002 (DATE OF INCORPORATION) TO DECEMBER 31, 2002

Issuance of ordinary shares
Stock options issued to non-employees
Foreign currency translation adjustment

(In U.S. dellars, except share data)

Ordinary Accumulated
shares Additional other Total
Subscription paid-in Accumulated comprehensive shareholders’ Comprehensive
Shares Amount receivable capital deficiency loss equity loss

734,000,000 § 36,700 § (35,000) $ 848,300 $ —  $ — 3 850,000 § —

— — - 355,330 — —_ 355,330 —_
. _ —_ _ — (1,074) (1,074) (1,074)
— — — — (352,764) — (352,764) (352,764)
.................................. 734,000,000 § 36,700 $ (35,000) $ 1,203,630 $ (352,764) § - (1,074) $ 851,492 § (353,838)

The accompanying notes are an integral part of these consolidated financial statements.
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HURRAY! HOLDING CO., LTD.

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(Im U.S. dollars, except share data)

Operating activities:

O 0S8 e e e 3 (352,764)
Adjustments to reconcile net loss to net cash used in by operating activities:

Stock-based compensation...................... e 355,330

[ncrease in prepaid expenses and other CUITENE BSSEIS. .. ........oooiiiiriiiiiiit e (120,150)
Net cash used in operating aCtiVILIES .. ... ... e e (117,584)
Financing activities:
Proceeds from the issuance of ofdinary SRares. ... ..o o e 850,000
Advances 10 @ TEIABR PAITY....c..oouuiiiii ettt e e e (715,419)
Net cash previded by financing activities..................c 134,581
Net increase in cash and cash equivalents...................oo 16,997
Cash and cash equivalents, beginning of Period.........ocoiivvmimiiiiiiiiiiie —
Effect of exchange rate Chamges.......cviviiiiiniiniiiii it sttt ea et s e e ra b re s obsba s et abaasensarens (1,074)
Cash and cash equivalents, end ofperlod $ 15,923
Supplemental disclosure of cash flow infermation:

FREETESE PAIA. .. ettt et e e e e e $ —

Income taxes Paid. . ... ... 3 —
Supplemental disclosure of non-cash financing activities:

Equipment received from an investor in exchange 6r owners’ equity in Hurray! Times.................c.cvinnnnnn $ 348906

Ordinary shares issued to shareholders for subscription receivable . ... ..ot $ 35,000

The accompanying notes are an integral part of these consolidated financial statements.
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HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Hurray! Holding Co., Ltd. (the “Company”) was inco‘rporated under the laws of the Cayman
Islands on April 23, 2002. The Company established ajoini venture, Hurray! Times Communications
(Beijing) Ltd. (“Hurray! Times”), on September 17, 2002 under the laws of the People’s Republic of
China (the “PRC”) with an operating period of thirty years. The Company holds 69% of registered
capital of Hurray! Times, and the remaining 31% is held by Hurray! Solutions Ltd., a related party.

The Company and Hurray! Times were formed to facilitate foreign investment in a business to
provide wireless value-added services to mobile phone users delivered over the networks of mobile
operators in the PRC and software and system integration services to a major Chinese mobile operator.
The Company’s business plan is to specialize in the development, marketing and distribution of
consumer wireless value-added services and of mission critical mobile Internet management software

systems to the mobile operators.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of presentation

The consolidated financial statements of the Company have been prepared in accordance with the

accounting principles generally accepted in the United States of America (“US GAAP”).
(b) Basis of consolidation

The consolidated financial statements include the financial statements of the Company and

Hurray! Times. All intercompany transactions and balances have been eliminated upon consolidation.
(¢) Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and highly liquid investments which are

unrestricted as to withdrawal or use, and which have maturities of three months or less when

purchased.
(d) Use of estimates

The preparation of financial statements in conformity with US GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and revenue
and expenses in the financial statements and accompanying notes. Significant accounting estimates
reflected in the Company’s financial statements include useful lives for prope;ty and equipment and

stock-based compensation.



HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

(¢) Equipment

The Company did not record depreciation expense as its equipment was not put into productive

use until it was transferred to Hurray! Solutions Ltd. in 20037
() Impairment of long-lived assets

The Company reviews its long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may no longer be recoverable. When these
events occur, the Company measures impairment by comparing the carrying value of the long-lived
assets to the estimated undiscounted future cash flows expected to result from the use of the assets and
their eventual disposition. If the sum of the expected undiscounted cash flow is less than the carrying
amount of the assets, the Company would recognize an impairment loss based on the fair value of the

assets.
(g) Foreign currency translation

The Company has determined that the United States dollar (“U.S. dollar”) is its functional and
reporting currency. Monetary assets and liabilities denominated in currencies other than the U.S. dollar
are translated into the U.S. dollar at the rates of exchange ruling at the balance sheet date. Transactions
in currencies other than the U.S. dollar during the year are converted into the U.S. dollar at the
applicable rates of exchange prevailing at the last day of the month transactions occurred. Transaction

gains and losses are recognized in the statements of operations.

The financial records of Hurray! Times are maintained in Renminbi (“RMB”), which is its
functional currency. Assets and liabilities are translated at the exchange rates at the balance sheet date,
equity accounts are translated at historical exchange rates and revenues, expenses, gains and losses are
translated using the average rate for the year. Translation adjustments are reported as cumulative
translation adjustments and are reflected as a separate component of comprehensive loss in the

statement of shareholders’ equity.

RMB is not fully convertible into U.S. doilars. The rate of exchange quoted by the Bank of China
on December 31, 2002 was USD 1.00 = RMB 8.2773.

(h) Comprehensive loss

Comprehensive loss includes foreign currency translation adjustments. Comprehensive loss is

reported in the statement of shareholders’ equity.




HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

(i) Fair value of financial instruments

Financial instruments include cash and cash equivalents. The carrying values of such financial

instruments approximate their fair values due to their short-term maturities.
(§) Netloss per share

Basic net loss per share 1s computed by dividing net loss by the weighted average number of
ordinary shares outstanding during the period. Diluted net income (loss) per ordinary share reflects the
potential dilution that could occur if securities or other contracts to issue ordinary shares were
exercised or converted into ordinary shares. Ordinary share equivalents are excluded from the

computation of diluted net loss per ordinary share, as their effect would be anti-dilutive.
(k) Recently issued accounting standards

In June 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities”, which requires companies to
recognize costs associated with exit or disposal activities when they are incurred rather than at the date
of a commitment to an exit ordispos_gll plan. Such costs covered by the statement include lease
termination costs and certain employee severance costs that are associated with a restructuring,
discontinued operations, plant closing, or other exit or disposal activity. SFAS No. 146 replaces the
previous accounting guidance provided by the Emerging Issues Task Force Issue No. 94-3, “Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring)”. SFAS No. 146 is to be applied prospectively to exit or
disposal activities initiated after December 31, 2002 and adoption of this statement is not expected to

have a material impact on the Company’s financial position, results of operations or cash flows.

In May 2003, the FASB issued SFA_S No. 150, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity”. The Statement establishes standards for how an
issuer classifies and measures certain financial instruments. This Statement is effective for financial
instruments entered into or modified after May 31, 2003, and otherwise is effective 4t the beginning of
the first interim period beginning after June 15, 2003. The Statement requires that certain financial
instruments that, under previous guidance, issuers could account for as equity be classified as liabilities
(or assets in some circumstances) in statement of positions or consolidated balance sheets, as
appropriate. The financial instruments within the scope of this Statement are: (i) mandatorily
redecmable shares that an issuer is obligated to buy back in exchange for cash or other assets; (ii)
financial instruments that do or may require the issuer to buy back some of its shares in exchange for
cash or other assets; and (iii) financial instruments that embodies an obligation that can be settled with
shares, the monetary value of which is fixed, tied solely or predominantly to a variable such as a

market index, or varies inversely with the value of the issuer’s shares (excluding certain financial



HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23,2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

instruments indexed partly to the issuer’s equity shares and partly, but not predominantly, to something
else). This Statement does not apply to features embedded in a financial instrument that is not a
derivative in its entirety. The Statement also requires disclosures about alternative ways of settling the
instruments and the capital structure of entities, all of whose shares are mandatorily redeemable. The
adoption of SFAS No. 150 is not expected to have a material impact on the Company’s financial

position, cash flows or results of operations.

In November 2002, the FASB issued FIN No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others”. This
interpretation requires certain disclosures to be made by a guarantor in its interim and annual financial
statements about its obligations under certain guarantees that it has issued. It also requires a guarantor
to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in
issuing the guarantee. The disclosure requirements of FIN No. 45 are effective for interim and annual
periods ending after December 15, 2002 and have been adopted in the financial statements. The initial
recognition and initial measurement requirements of FIN No. 45 are effective prospectively for
guarantees issued or modified after December 31, 2002. The adoption of the recognition and initial
measurement requirements of FIN No. 45 is not expected to have a material impact on the Company’s

financial position, cash flows or results of operations.

In January 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities.” FIN 46
clarifies the application of Accounting Research Bulletin No. 51, “Consolidated Financial Statements”
and provides guidance on the identification of entities for which control is achieved through means
other than voting rights (“variable interest entities” or “VIEs”) and how to determine when and which
business enterprise should consolidate the VIEs. This new model for consolidation applies to an entity
in which either: (1) the equity investors (if any) lack one or more characteristics deemed essential to a
controlling financial interest or (2) the equity investment at risk is insufficient to finance that entity’s
activities without receiving additional subordinated financial support from other parties. FIN 46 was
applicable for periods ending December 15, 2003. In December 2003 the FASB issued FIN 46
(revised) which provides for the deferral of the implementation date to the end of the first reporting
pertod after December 135, 2004 unless the Company has a special purpose entity, in which case the
provisions must be apptlied for fiscal years ending December 31, 2003. The Company adopted the

provisions in 2003.

In November 2002, the Emerging Issue Task Force (“EITF”) reached a consensus on Issue No.
00-21 (“EITF No. 00-217), “Revenue Arrangements with Multiple Deliverables”. EITF No. 00-21
addresses certain aspects of the accounting by a vendor for arrangements under which the vendor will
perform multiple revenue generating activities. EITF No. 00-21 will be effective for fiscal periods
beginning after June 15, 2003. The adoption of EITF No. 00-21 is not expected to have a material

impact on the Company’s financial position, cash flows or results of operations.

-68-



HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23,2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

3. RELATED PARTY BALANCES

Amounts due from a related party of $715,056 consists of short-term advances to Hurray!

Solutions Ltd., which were non-interest bearing, unsecured and had no specific terms of repayment.

Amounts due to a related party of $131,543 consist of an over contribution of assets by Hurray!
Solutions Ltd., upon formation of the Company. This amount was settled in 2003,

4. INCOME TAXES

The Company is a tax-exempted company incorporated in the Cayman Islands. Hurray! Times
incorporated in the PRC is governed by the Income Tax Law of the PRC Concerning Foreign
Investment and Foreign Enterprises and various local income tax laws (the “Income Tax Laws”).
Pursuant to the PRC Income Tax Laws, the foreign investment enterprises are subject to income tax at
a statutory rate of 33% (30% of state income tax plus 3% local income tax) on the PRC taxable income.
However, preferential tax treatment of Hurray! Times as a “high technology” company has been agreed
with the relevant tax authorities. Hurray! Times is entitled to a preferential tax rate of 15% and 1s
entitled to a three-year exemption from income tax commencing in 2003, followed by a 50% reduction

in tax rates for the succeeding three years, in accordance with the Income Tax Laws of the PRC.
5. SHAREHOLDERS’ EQUITY

In 2002, the Company issued 734,000,000 ordinary shares for proceeds of $885,000, with
$35,000 outstandin g as a subscription receivable at December 31, 2002. Holders of ordinary shares
have voting rights and are entitled to receive dividends when and if declared by the Board of Directors.

From inception of the Company through December 31, 2002, no dividends had been declared.

6. STOCK OPTIONS

The Company’s 2002 stock option plan (the “Plan”) allows the Company to offer incentive
awards to employees, consultants or external service advisors of the Company. Options to purchase
100,000,000 ordinary shares are authorized under the Plan. Under the terms of the Plan, options are
generally granted at prices equal to or greater than the fair market value as determined by the Board of
Directors and expire 10 years from the date of grant and vest over 3 years. As of December 31, 2002,
options to purchase 49,512,000 ordinary shares were outstanding and options to purchase 50,488,000

ordinary shares were available for future grants.

In 2002, the Company did not issue any options to employees.
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HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

In 2002, the Co mpany granted 27,000,000 options with an exercise price of $0.025 to purchase
ordinary shares to its external consultants in exchange for past services, which vest immediately, The
Company recorded compensation expense of $310,324 in 2002, estimated on the basis of the

Black-Scholes Option Pricing model with the followiﬁg assumptions:

Average risk free rate of TBIUML........oo. it 451 %
Weighted average expected option life. ..., 2 years
VOIAtIlIEY TAIE. . ...ttt e e e e 95%
Dividend yield. . ..o 0%

In 2002, the Company granted 19,512,000 and 3,000,000 options with an exercise price of
$0.025 to purchase ordinary shares to non-employees and to an external consultant, respectively, in
exchange for certain services, which vest over 3 years. The Company recorded compensation expense
of $45,006 in 2002, estimated on the basis of the Black-Scholes Option Pricing model with the

following assumptions:

Average risk free rate Of TEIUIM. ......ooviiiittiiiii e e e 4.51%
Weighted average expected option hife...............o.... 3 years
Volatility rate..............c.c.ooeeeeen... JETTRORURTOT ST S TP 95%
Dividend yield. ... 0%

Since these are performance based options vesting over a period of 3 years, 2 measurement date
has not occurred. Accordingly, the fair market values of the options have been recorded at December
31, 2002 and this will continue until the options vest at which time each option relating to the vested
portion is adjusted for the last time to its then-current fair value. The Company has recorded the vested

portion of the option as compensation expense in the corresponding period.
7. NET LOSS PER SHARE

The following table sets forth the computation of basic and diluted net loss:

Net loss (numerator), basic and diluted. ... $ (352,764)

Shares (denominator):
Weighted average ordinary shares outstanding used in computing basic net loss per

SRATE. o 732,473,469

Weighted average ordinary shares outstanding used in computing diluted net loss per 732,473,469
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HURRAY! HOLDING CO., LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD FROM APRIL 23, 2002 (DATE OF
INCORPORATION) TO DECEMBER 31, 2002

(in U.S. dollars, unless otherwise stated)

ST, L.
Net 108 Per Share, BASIC. .. ... ..vieet i e $ (0.0003)

Net loss per share, diluted.............. A $ (0.0005)

For 2002, the Company had 49,512,000 options to purchase ordinary shares outstanding, which
could potentially dilute the basic earnings per share in the future but were excluded from the

computation of diluted net loss per share in 2002 as their effects would have been antidilutive.
8. SUBSEQUENT EVENT

On July 9, 2004, shareholders of the Company approved a 20-for-1 stock split of the Comp any’s
ordinary shares and an increase of 2,840,000,000 ordinary shares authorized for issuance, with
immediate effect. The ordinary share split and increase in ordinary share capital have been retroactively

applied to the period presented.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Owners of Beijing Enterprise Mobile Technology Co., Ltd. and
Beijing Enterprise Network Technology Co., Ltd.:

We have audited the accompanying combined balance sheets of Beijing Enterprise Mobile
Technology Co., Ltd. and Beijing Enterprise Network Technology Co., Ltd. (collectively the
“Companies”) as of December 31, 2002 and 2003 and the rélated combined statements of operations,
owners’ equity and comprehensive income (loss), and cash flows for the period from June 27, 2002
(date of incorporation) to December 31, 2602 and for the year ended December 31, 2003. These
financial statements are the responsibility of the Companies’ management. Our responsibility is to

express an opinion on these combined financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as wellas evaluating the overall financial statements presentation. We believe

that our audits provide a reasonable basis for our opinion.

In our opinion, such combined financial statements present fairly, in all material respects, the
financial position of Beijing Enterprise Mobile Technology Co., Ltd. and Beijing Enterprise Network
Technology Co., Ltd. as of December 31, 2002 and 2003 and the results of their operations and their

cash flows for the above stated periods in conformity with accounting principles generally accepted in

the United States of America.

/s/ Deloitte Touche Tohmatsu CPA Ltd.

Beijing, China
April 15, 2004




BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEIJING ENTERPRISE NETWORK TECHNOLOGY CO., LTD.

COMBINED BALANCE SHEETS

December 31,

March 31,
' 2002 2003 2004
(in U.S. dollars) (unaudited)
Assets
Current assets:
Cash and cash equIVaIEOLS. ......oooiviiii e e $ 357,675 § 477,892 § 633,150
ACCOUNS TeCeivable. .. ... o 6,228 189,987 489,883
Amounts due from a related party... ..o 76,790 217,478 302,038
Prepaid eXpemises. .......ooiiiiiiii 5,660 3,096 3,504
B Ty ¢ AT T 446,353 888,453 1,428,575
RENtAl QEPOSIES ... eteitertieet ettt et e 1,174 33,114 34,488
Property and equipment, BEt. ...t 17,993 121,761 152,308
TOCAL ASSEES. ... . ceotetee ettt e e e § 465520 3 1,043328 § 1,615,371
Liabilities and owners’ equity
Current liabilities:
ACCOUDLS PAYADLE. ....uii e e e $ — 3 39,701 $ 47,558
Accrued expenses and other current liabilities, ... 13,421 75,975 265,886
Amounts due 10 a Telated PATLY..........ooviiiieiuieiti ittt 28,757 67,718 85,029
Total current liabilities. ... ........ooii i e 42,178 183,394 398,473
Commitments (Note 11)
Owners’ equity:
Pid-n CAPIAL. ... oos oot oot 507,261 507,261 507,261
Retained earnings (accumulated deficiency).......................l (83,957) 352,585 709,592
Accumulated other comprehensive income...................L 38 88 45
Total OWNErs” EqUILY. ...oecoiniii e e e 423,342 859,934 1,216,898
Total liabilities and owners’ equity..............c..oiieiiiiir i $ 465520 § 1043328 § 1,615,371

The accompanying notes are an integral part of these combined financial statements.




BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEIJING ENTERPRISE NETWORK TECHNOLOGY CO., LTD.

COMBINED STATEMENTS OF OPERATIONS

Three
months
Périod from ended
Junpe 27, 2602 to Year ended March 31,
December 31, 2002 December 31, 2003 2004
(in U.S. dollars) {unaundited)
REVEDUES. ...uiiie it e e e e 3 28,684 % 1,243,682 998,776
CoSt Of [BVENUES. ...ttt e e 12,006 381,526 273,391
GrOSS PIOfIt.. .. cee e 16,678 862,156 725,385
Operating expenses:
Product development...........oocoviiviiiie — 88,453 222,175
Selling and marketing...............cooooviieniiiei 20,727 139,812 58,055
General and administrative.........................ococoul 80,099 198,672 88,848
Total operating EXPEenSES.. ... v.uueuurnniiririrriienaineeianaanne 100,826 426,937 369,078
Tncome (loss) from Operations............cc.vvuevuerceianeiniinninins (84,148) 435,219 356,307
Tnterest IOCOME. . o.. it iiricein e e SN 191 1,323 700
Net I0C0ME (LOSS). o evvniiiiiiiiieie et e et et e i 3 (83,957) § 436,542 357,007

The accompanying notes are an integral part of these combined financial statements.
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISE NETWORK TECHNOLOGY CO., LTD.

COMBINED STATEMENTS OF OWNERS’ EQUITY AND COMPREHENSIVE

INCOME (LOSS)
Retained Accumulated
earnings - other Total
Paid-in {accwmulated comprehensive owners’ Comprehensive
capital deficiency) income equity income (loss)

(in U.S. dollars)
Capital contributions............... $§ 507,261 $ ~ § —  $ 507,261 § —

Foreign currency translation

adjustment...................... — — 38 38 38
Net 0SS, .oevneiieiiiiieiiins — {83,957) — (83,957 (83,957)
Balance as of December 31, 2002 507,261 (83,957) 38 423342 § (83,919)

Foreign currency translation

adjustment................c.e.n — — S0 50 § 50
Net income.........covovvvieiinninn, — 436,542 — 436,542 436,542
Balance as of December 31, 2003 507,261 352,585 88 859,934 % 436,592

Foreign currency translation
adjustmeant (unaudited)........ — — a3) €3) $ 3) .
Net income (unaudited)............ — 357,007 — 357,007 357,007

Balance as ofMarch 31, 2004

(unaudited).................. $ 507,261 $ 709,592 § 45§ 1216898 § 356,964

The accompanying notes are an integral part of these combined financial statements.
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISE NETWORK TECHNOLOGY CO., LTD.
COMBINED STATEMENTS OF CASH FLOWS

Three months

Period from Year ended ended
June 27,2002 to December 31, March 31,
December 31, 2002 2003 2004
- (in U.S. dollars) (unaudited)
Operating activities: i
Net inCOmE (J0SS). ... vuniitiia i ettt e eeeeieaie $ (83,957) % 436,542 § 357,007
Adjustments to reconcile net income (loss) to net cash provided
by (used in) operating activities:
Depreciation. . ... ..cooive ittt 756 19,968 11,813
Loss on disposal of property and
CQUIPIIENt. ..ottt — 2,104 —
Changes in assets and liabilities:
Accounts recetvable................ (6,228) (183,759) (299,896)
Prepaid eXpenses...........oocoiiiiiiiiii (5,660) 2,564 (408)
Rental deposits..........coooieiiiiiiiini (1,174) (31,940) (1,374)
Accounts payable................. o — 39,701 7,857
Accrued expenses and other current liabilities. ... 13,421 62,554 189,911
Amounts due to a refated party...................o — 38,961 17,311
Net cash provided by (used in) operating activities............... (82,842) 386,695 282,221
Investing activities:
Purchases of property and equipment. ... ..........coeeviiiininennn (18,749) (125,840) (42,360)
" Net cash used in investing activities................................ (18,749) (125,840) (42,360)
Financing activities:
Capital comtributions.............ooooiiiiii 507,261 — —
Amounts due to arelated party.................. 28,757 — —
Amounts due from a related party............cooooii (76,790) (140,688) (84,560)
Net cash provided by (used in) financing activities.......... e 459,228 (140,688) (84,560)
Net increase in cash and cash equivalents........................... 357,637 120,167 155,301
Cash and cash equivaléﬁts, beginning of period................... — 357,675 477,892
Effect of exchange rate changes......................ccoeienein. 38 50 43)
Cash and cash equivalents, end of period........................... 3 357,675 $ 477,892 $ 633,150
Supplemental disclosures of cash flow information
Tncome taxes Paid.........coooeneiniiriseieiieiireeeanennns $ — 3 — 8 —
Interest paid..........oooviiiiiiii e 3 — 3 — 3 —

The accompanying notes are an integral part of these combined financial statements.
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEIJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Beijing Enterprise Mobile Technology Co., Ltd. (“Eﬁtérprise”) was incorporated on June 27,
2002 under the laws of the People’s Republic of China (the “PRC”) with an operating period of 20
years. Enterprise was wholly owned by Nihon Enterprise Co., Ltd. (“Nihon Enterprise”), a public
company in Japan. On January 2, 2003, Nihon Enterprise transferred approximately 10% of its equity
interest in Enterprise for $41,000 to Beijing Enterprise Network Technology Co., Ltd., and Enterprise

became a Sino-foreign joint venture.

Beijing Enterprise Network Technology Co., Ltd. (“Network™) was incorporated on October 11,
2002 under the laws of the PRC with an operating period of 20 years. Network was owned 91% by Mr.
Yu Qin (“Yu”), chief executive officer, and 9% by another PRC citizen.

Enterprise and Network (collectively the “Companies”) jointly provide wireless value-added
services to mobile phone users through a joint partnership with China Mobile Communications
Corporation (“China Mobile™). The Companies specialize in the development, marketing and

distribution of 2.5G consumer wireless value-added services.

PRC regulations restrict direct i’oreign ownership of business entities providing value-added
telecommunication activities in the PRC where certain licenses are required for the provision of such
services. To comply with these PRC regulations, the Companies conduct business through Network ,
which owns the license to conduct such telecommunication services, while Enterprise provides the
technical support. In addition, both Companies are under common management led by Yu, the chief
executive officer of both companies. As both companies are under common management control and
the acquisition of these two companies were contingent on each other, combined financial statements

have been prepared.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

e

(a) Basis of presentation

The combined financial statements of the Companies have been prepared in accordance with the

accounting principles generally accepted in the United States of America (“US GAAP™).
(b) Basis of combination

The combined financial statements include the financial statements of Enterprise and Network.

All significant inter-company transactions and balances have been eliminatéd upon combination.
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEIJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

(¢) Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and highly liquid investments which are
unrestricted as to withdrawal or use, and which have maturities of three months or less when

purchased.
(d) Use of estimates

The preparation of combined financial statements in conformity with US GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and revenue and expenses in the financial statements and accompanying notes. Significant
accounting estimates reflected in the Companies’ financial statements includes useful lives for plant

and equipment, accruals for revenue adjustments and other liabilities.
(e) Significant risks and uncertainties

The Companies participate in a dynamic high technology industry and believe that changes in
any of the following areas could have a material adverse effect on the Companies’ future financial
position, results of operations, or cash flows: changes in the overall demand for entertainment-oriented
wireless value-added services; advances and trends in new technologies and industry standards;
changes in key suppliers; changes in certain strategic telationships or customer relationships;
‘tegulatory or other factors; risks associated with the ability to maintain strategic relationship with the
mobile operator; and risks associated with the Companies’ ability to attract and retain employees

necessary to support its growth.
() Plant and equipment, net

Plant and equipment are carried at cost less accumulated depreciation. Depreciation is calculated

on a straight-line basis over the following estimated useful lives:

Furniture and office equipment.............ooooiii i, 3 years

Motor vehicle. . ..., 5 years

Telecommunication equIpment...............coooiiiiiiieaeiinne i, 3 years
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

(g) Impairment of long-lived assets

The Companies review their long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may no longer be recoverable. When these
events occur, the Companies measure impairment by comparing the carrying value of the long-lived
assets to the estimated undiscounted future cash flows expected to result from the use of the assets and
their eventual disposition. If the sum of the expected undiscounted cash flow is less than the carrying
amount of the assets, the Companies would recognize an impairment loss based on the fair value of the

assets,
(h) Revenue recognition and cost of revenues

The Companies’ revenues are primarily derived from entertainment-oriented wireless
value-added services. Wireless value-added services revenues are derived from providing personalized
interactive entertainment, media and community services (including downloadable pictures, ring tones
and games) to mobile phone customers of China Mobile. Fees, established by network service
agreement with China Mobile and indicated in the message received on the mobile phone, for these
services are charged on a per-use basis or on a monthly subscription basis, and vary according to the
type of services delivered. The Companies recognize all revenues in the period in which the services

are performed.

The Companies contract with China Mobile for the transmis sion of wireless value-added services
as well as for billing and collection services. China Mobile provides the Companies with a monthly
statement that represents the principal evidence that service has been delivered and triggers revenue
recognition for a substantial portion of the Companies’ revenues. In certain instances, when a statement
is not received within a reasonable period of time, the Companies are required to make an estimate of
the revenues and cost of revenues earned during the period covered by the statement based on
internally generated information, historical experience and/or other assumptions that are believed to be

reasonable under the circumstances.

The Companies measure their revenues based on the total amount paid by their customers, for
which China Mobile bills and collects on the Companies’ behalf. Accordingly, the service and network

fees paid to China Mobile are included in the cost of revenues.

The Companies evaluate the criteria outlined in Emerging Issues Task Force (“EITF”) Issue
No0.99-19, “Reporting Revenue Gross as Principal Versus Net as an Agent,” in determining whether it
is appropriate to record the gross amount of revenues and related costs or the net amount earned after

deducting service fees paid to China Mobile. The Companies record the gross amounts billed to their
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BENING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

customers, as they are the primary obligor in these transactions since they have latitude in establishing
prices, are involved in the determination of the service specifications, and have the right toselect

suppliers.
(i) Foreign currency translation

The functional currency of the Companies is Renminbi (“RMB”). Transactions denominated in
currencies other than RMB are translated into RMB at the exchange rates quoted by the Bank of China
(the “BOC”) prevailing on the dates of the transactions. Monetary assets and liabilities denominated in
foreign currencies are translated into RMB using the applicable exchange rates quoted by the BOC at
the balance sheet dates. The resulting exchange differences are included in the statements of

operations.

The combined financial statements of the Companies are translated into the reporting currency,
the United States Dollar, using exchange rates in effect at each year end for assets and liabilities and
average exchange rates during each reporting period for the combined statements of operations.
Translation adjustments resulting from translation of these combined financial statements are reflected

as accurnulated other comprehensive income in owners’ equity.
(j) Product development expenses

Product development expenses consist primarily of compensation and related costs for
employees associated with the development and programming of mobile data content and are expensed

as incurred.
(k) Income taxes

Deferred income taxes are recognized for temporary differences between the tax basis of assets
and liabilities and their reported amounts in the financial statements, net operating loss carry forwards
and credits by applying enacted statutory tax rates applicable to future years. Deferred tax assets are
reduced by a Valua;iion allowance when, in the opinion of management, it is more likely than not that
some portion or all of the deferred tax assets will not be realized. Current income taxes are provided for

in accordance with the laws of the relevant taxing authorities.
(1) Comprehensive income (loss)

Comprehensive income (loss) includes foreign currency translation adjustments. Comprehensive

income (loss) is reported in the statements of owners’ equity.
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BELJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEIJING ENTERPRISENETWORK TECHNOLOGY CO,, LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

(m) Fair value of financial instruments

Financial instruments include cash and cash equivalents, accounts receivable, accounts payable
and accrued expenses and other current liabilities. The carrying values of cash and cash equivalents,
accounts receivable, accounts payable and accrued expenses and other current liabilities approximate

their fair values due to their short-term maturities.
(n) Advertising costs

The Companies expense advertising costs as incurred. Total advertising expenses were $nil,
$15,231 and $3,664, for the period from June 27, 2002 to December 31, 2002, the year ended
December 31, 2003 and the three months ended March 31, 2004 (unaudited), respectively, and have

been included in selling and marketing expenses.
{0) Segment reporting

The Companies operate and manage their business as a single segment. The Companies generate

their revenues solely in the PRC and accordingly, no geographical information is presented.
(p) Recently issued accounting standards

In June 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities”, which requires companies to
recognize costs associated with exit or disposal activities when they are incurred rather than at the date
of a commitment to an exit or disposal plan. Such costs covered by the statement include lease
termination costs and certain employee severance costs that are associated with a restructuring,
discontinued operations, plant closing, or other exit or disposal activity. SEAS No. 146 replaces the
previous accounting guidance provided by the Emerging Issues Task Force Issue No. 94-3, “Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring).” SFAS No. 146 is to be applied prospectively to exit or
disposal activities initiated after December 31, 2002 and adoption of this statement did not have a

material impact on the Companies’ financial position, results of operations or cash flows.

In May 2003, the FASB issued SFAS No. 130, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity.” The Statement establishes standards for how an
issuer classifies and measures certain financial instruments. This Statement is effective for financial
instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of

the first interim period beginning after June 15, 2003. The Statement requires that'certain financial

-81-




BEIJING ENTERPRISE MOBILE TECHNOLOGY CQ., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

instruments that, under previous guidance, issuers could account for as equity be classified as liabilities
{or assets in some circumstances) in statement of positions or consolidated balance sheets, as
appropriate. The financial instruments within the séope of this Statement are: (i) mandatorily
redeemable shares that an issuer is obligated to buy back'.in exchange for cash or other assets; (ii)
financial instruments that do or may require the issuer to buy back some of its shares in exchange for
cash or other assets; and (iii) financial instruments that embodies an obligation that can be settled with
shares, the monetary value of which is fixed, tied solely or predominantly to a variable such as a
market index, or varies inversely with the value of the issuer’s shares (excluding certain financial
instruments indexed partly to the issuer’s equity shares and partly, but not predominantly, to something
eise). This Statement does not apply to features embedded in a financial instrument that is not a
derivative in its entirety. The Statement also requires disclosures about alternative ways of settling the
instruments and the capital structure of entities, all of whose shares are mandatorily redeemable. The
adoption of SFAS No. 150 did not have a material impact on the Companies’ financial position, cash

flows or results of operations.

In November 2002, the FASB issued Interpretation Number (“FIN™) No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others.” This interpretation requires certain disclosures to be made by a guarantor in
its interim and annual financial statements about its obligations under certain guarantees that it has
issued. It also requires a guarantor to recognize, at the inception of a guarantee, a liability for the fair
value of the obligation undertaken in issuing the guarantee. The disclosure requirements of FIN No. 45
are effective for interim and annual periods ending after December 15, 2002 and have been adopted in
the financial statements. The initial recognition and initial measurement requirements of FIN Nao. 45
are effective prospectively for guarantees issued or modified after December 31, 2002. The adoption of
the recognition and initial measurement requirements of FIN No. 45 did not have a material impact on

the Companies’ financial position, cash flows or results of operations.

In January 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities.” FIN 46
clarifies the application of Accounting Research Bulletin No. 51, “Consolidated Financial Statements”
and provides guidance on the identification of entities for which control is achieved through means
other than voting Tights (““variable interest entities” or “VIEs”) and how to determine when and which
business enterprise should consolidate the VIEs. This new mode! for consolidation applies to an entity
in which either: (1) the equity investors (if any) lack one or more characteristics deemed essential to a
controlling financial interest or (2) the equity investment at risk is insufficient to finance that entity’s
activities without receiving additional subordinated financial support from other parties. FIN 46 was
applicable for periods ending December 15, 2003. In December 2003 the FASB issued FIN 46(revised)
which defers the implementation date to the end of the first reporting period after December 15, 2004

unless the company has a special purpose entity in which case the provisions must be applied for fiscal
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BELJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEILJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

years ending December 31, 2003. The Companies do not expect the adoption of FIN 46 to have a
material impact on the Companies’ financial position, cash flows or results of operations.

In November 2002, the EITF reached a consensus on Issue No. 00-21 (“EITF No. 00-217),
“Revenue Arrangements with Multiple Deliverables”. EITF No. 00-21 addresses certain aspects of the
accounting by a vendor for arrangements under which the vendor will perform multiple revenue
generating activities. EITF No. 00-21 will be effective for fiscal periods beginning after June 15, 2003.
The Companies have adopted EITF No. 00-21 and it did not have a material impact on the Companies’

financial position, cash flows or results of operations.
(@) Unaudited interim financial information

The interim financial information as of March 31, 2004 and for the three months ended March 31,
2004 is unaudited and has been prepared on the same basis as the audited financial statements. In the
opinion of management, such unaudited financial information includes all adjustments {consisting only
of normal recurring adjustments) necessary for a fair presentation of the interim information. Operating
results for the three months ended March 31, 2004 are not necessarily indicative of the results that may

be expected for the year ending December 31, 2004,
3. RELATED PARTY BALANCES AND TRANSACTIONS
(a) Amounts due from a related party

The Companies provided cash advances to Yu of $76,790, $217,478 and $302,038 as of
December 31, 2002, 2003 and March 31, 2004 (unaudited), respectively. The amounts were

non-interest bearing, unsecured and were subsequently repaid in April 2004.
3. RELATED PARTY BALANCES AND TRANSACTIONS (continued)

() Amounts due to a related party

Amounts due to a related party of $28,757 as of December 31, 2002 represented cash advances
from Nihon Enterprisé, an investor. Amounts due to a related party of $67,718 as of December 31,
2003 represented advances of $28,757 and royalty fee of $38,961 payable to Nihon Enterprise.
Amounts due to a related party of $85,029 as of March 31, 2004 (unaudited) represented advances of
$28,757 and royalty fee of $56,272 payable to Nihon Enterprise. The amounts were non-interest

bearing, unsecured and payable on demand.
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BEWJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

(c) Transactions with a related party

In September 2002, Enterprise entered into a two -yeaf royalty agreement with Nihon Enterprise.
Accordingly, Enterprise incurred royalty fees of $nil, $38,961 and $19,944 in 2002, 2003 and the three
months ended March 31, 2004 (unaudited), respectively.

Enterprise derived revenues from Nihon Enterprise in the amount of $2,450, $104,545 and $nil
for ring-tone related service in 2002, 2003 and the three months ended March 31, 2004 (unaudited),

respectively.
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

4. PLANT AND EQUIPMENT, NET

Plant and equipment, net, consist of:

December 31,

March 31,
2002 2003 2004
(unaudited)
Furniture and office equipment................ocooviiiiieiniiiiiniiins S 18,749 § 93,165 % 129,183
Motor vehitle. . ... — 34,596 34,596 )
Telecommunication €qUIPMent............covevviieinreinienrierneie — 14,504 20,846
18,749 142,265 184,625
Less: accumulated depreciation..............coocoveiiiiiiiiieiiiinn (756) (20,504) (32,317)
S 17,93 8 121,781 % 152,308
5. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES
Accrued expenses and other current hiabilities consist of:
December 31, March 31,
2002 2003 2004
A3
(unaudited)
Other accrued eXPenses........covuveiroinieiiieeiiieiiiieie e $ 12,184 § 19,854 § 164,193
Business taxes payable.........ooiviiiiiii 1,237 51,961 76,850
Accrued welfare benefits..............cooviiiiiiiiiiiiiiee e — 4,160 24,843

o $ 13421 $ 75975 8 265,886

6. INCOME TAXES

The Companies are governed by the Income Tax Law of the PRC Concerning Foreign
Investment and Foreign Enterprises and various local income tax laws (the “Income Tax Laws”).
Pursuant to the PRC Income Tax Laws, the foreign investment enterprises are subject to income tax at
a statutory rate of 33% (30% of state income tax plus 3% local income tax) on the PRC taxable income.

However, preferential tax treatment of Network as a “new technology” company has been agreed with



BELJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
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NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
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AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)
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the relevant tax authorities. Network is entitled to a preferential tax rate of 15% and a three-year
exemption from income tax coramencing in 2003, followed by a 50% reduction in tax rates for the

succeeding three years, in accordance with the Income Tax Laws of the PRC.

Enterprise is subject to income tax at 33% but did not incur any income tax in 2002 and 2003 due
to the tax losses incurred in 2002 and carried forward to 2003. Enterprise incurred further losses for the
three months ended March 31, 2004 (unaudited).

The principle components of the deferred tax assets are as follows:

December 31, March 31,
2002 2003 2004
(unaudited)
Deferred tax assets:
Net operating loss carry forwards..............c.oo $§ 20900 § 460 § 18,526
Valuation allowance...............oooiiii i (20,900) (460) (18,526)
Deferred tax assets, MEt............eveeeeeee e $ — 3 — $ —

The Companies did not have any timing differences relating to deferred tax liabilities as of
December 31, 2002 and 2003 and as of March 31, 2004 (unaudited).

A full valuation allowance has been established as the Companies believe it is more likely than
not that their deferred taxes assets will not be realized. The tax losses carried forward as of December

31, 2003 and March 31, 2004 (unaudited) were approximately $1,396 and $56,140 and will expire by
2008 and 2009, respectively.

A reconciliation between the provision (benefit) for income taxes computed by applying the PRC

tax rate to income (loss) before income taxes is as follows:
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

Year Ended Three
December 31, months
ended
March 31,
2002 2003 2004
(unaudited)
The PRC statutory rate.......covvniieiieiiiiiiiin i (33%) 33% (33%)
Increase (decrease) of valuation allowance......................... 33% (33%) 33%

7. PAID-IN CAPITAL

The combined registered capital of the Companies is $507,261. Paid-in capital balance as of
December 31,2002 and 2003 and March 31, 2004 (unaudited) consists of:

Paid-in capital Percentage
NThOD BOEEIPriSe....vv it e e e 3 374,368 . 73.8%
M YU QI0e 120,812 23.8%
Mr. Zhang CHen.......ccouiiiiiiii e 12,081 2.4%
Total. 3 507,261 100%

8. SEGMENT INFORMATION

The Companies are engaged in providing wireless value-added services such as games and
interactive entertainment, community services, media and various other related products to mobile
phone users. The Companies’ chief operating decision maker has been identified as Yu, the Chief
Executive Officer, who reviews combined results when making decisions about allocating resources
and assessing performance of the Companies. The Companies believe they operate in one segment, and

all financial segment information can be found in the combined financial statements.




BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BELJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.

NOTES TO THE COMBINED FINANCIAL STATEMENTS FOR THE
PERIOD FROM JUNE 27, 2002 (DATE OF INCORPORATION) TO
DECEMBER 31, 2002 AND FOR THE YEAR ENDED DECEMBER 31, 2003
AND FOR THE THREE MONTHS ENDED MARCH 31, 2004 (UNAUDITED)

(in U.S. dollars, unless otherwise stated)

9. CONCENTRATIONS
(a) Dependence on China Mobile

The revenues of the Companies are derived from a network service agreement with China
Mobile. China Mobile is entitled to a network fee for the transmission of wireless content service as
well as a service fee for the billing and collection services. If the strategic relationship with China
Mobile is terminated or scaled-back, or if China Mobile alters the arrangement, the Companies’

wireless value-added service business would be adversely affected.

Revenues generated from China Mobile for the period from June 27, 2002 to December 31, 2002,
the year ended December 31, 2003 and the three months ended March 31, 2004 (unaudited) were
approximately $nil, $1.1 million and $0.98 million, representing 0%, 83% and 98% of revenues,

respectively.

Accounts receivable due from China Mobile as of December 31, 2002 and 2003 and as of March
31, 2004 (unaudited) amounted to approximately $nil, $184,701 and $488,247, representing 0%, 97%

and 99% of accounts receivable, respectively.
(b) Credit risk

The Companies depend on the billing system of China Mobile to charge the mobile phdne UsSers
through mobile phone bills and collect payments from users. The Companies generally do not require

collateral for their accounts recetvable. The Companies have not experienced any significant credit

losses for any periods presented.
10. MAINLAND CHINA CONTRIBUTION PLAN AND PROFIT APPROPRIATION

Full time employees of the Companies in the PRC participate in a government-mandated
multi-employer defined contribution plan pursuant to which certain pension benefits, medical care,
unemployment insurance, employee housing fund and other welfare benefits are provided to employees.
Chinese labor regulations require the Companies accrue for these benefits based on certain percentages
of the employees’ salaries. The total provisions for such employee benefits were $212, $2,065 and
$2,399 forthe period from June 27, 2002 to December 31, 2002, the year ended December 31, 2003
and the three months ended March 31, 2004 (unaudited), respectively.
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BEIJING ENTERPRISE MOBILE TECHNOLOGY CO., LTD. AND
BEIJING ENTERPRISENETWORK TECHNOLOGY CO., LTD.
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(in U.S. dollars, unless otherwise stated)

11. OPERATING LEASE COMMITMENTS

The Companies lease certain office premises under non<cancelable leases which expire in 2005.
Rental expenses under operating leases for 2002, 2003 and the three months ended March 3 1, 2004
{unaudited) were $15,537, $60,894 and $28,300, respectively.

Future minimum lease payments under non-cancelable operating lease agreements were as

follows:

Year ending
00 e 3 86,185
2D e 40,978

$ 127,163

Rk kKK
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INDEPENDENT ACCOUNTANTS’ REPORT
To the Board of Directors and Shareholders of Hurray! Holding Co., Ltd.:

We have examined the pro forma adjustments reflecting the purchase business combination of Beijing Enterprise
Mobile Technology Co., Ltd. and Beij‘ing Enterprise Network Technology Co., Ltd. and the application of those
adjustments to the historical amounts in the accompanying pro forma condensed consolidated statement of operations of
Hurray! Holding Co., Ltd. for the year ended December 31, 2004. The historical condensed consolidated financial
statements are derived from the historical ﬁnéncial statements of Hurray! Holding Co., Ltd. (on which we héve issued our
report dated January 25, 2005), and of Beijing Enterprise Mobile Technology Co., Ltd. and Beijing Enterprise Network
Technology Co., Ltd. {on which we have issued our report dated April 13, 2004), which were audited by us, that appear
elsewhere in this prospectus. Such pro forma adjustments are based upon management’s assumptions described in Note 1.
Hurray! Holding Co., Ltd. management is responsible for the pro forma financial information. Qur responsibility: is to

express an opinion on the pro forma financial information based on our examination.

Our examination was conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants and, accordingly, included such procedures, as we considered necessary in the circumstances.

We believe that our examination provides a reasonable basis for our opinion.

The objective of this pro forma financial information is to show what the significant effects on the historical financial
information might have been had the purchase business combination occurred at an earlier date. However, the pro forma
condensed financial statement is not necessarily indicative of the results of operations or related effects on financial

position that would have been attained had the above-mentioned purchase business combination actually occurred earlier.

In our opinion, management’s assumptions provide a reasonable basis for presenting the significant effects directly
attributable to the above-mentioned purchase business combination, the related pro forma adjﬁstments give appropriate
effect to those assumptions, and the pro forma colu mn reflects the proper applicatibn of those adjustments to the historical

financial statement amounts in the pro forma condensed consolidated statement of operations for the year ended December
31, 2004,

/s/ Deloitte Touche Tohmatsu CPA Ltd.

Beijing, China
January 23, 2005
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL INFORMATION
(in U.S. dollars, unless otherwise stated)
Introduction to Unaudited Pro Forma Condensed Consolidated Financial Information

The following unaudited pro forma condensed consolidated financial information is derived from the historical
financial statements of Hurray! Holding Co., Ltd., appearing elsewhere in this prospectus, after giving effects to the pro
forma adjustments described in the notes thereto. Financial information with respect to the acquisition is derived from the
historical financial statements of Beijing Enterprise Mobile Teéhnology Co., Ltd. and Beijing Enterprise Network
Technology Co., Ltd. (collectively “Beijing Enterprise”) appearing elsewhere in this prospectus.

The preparation of the unaudited pro forma condensed consolidated statement of operations appearing below is based
on financial statements prepared in accordance with the accounting principles generally accepted in the United States of
America (“US GAAP”). These principles require the use of estimates that affect the reported amounts of assets, liabilities,
revenues and expenses. Actual results could differ from those estimates. The objective of the unaudited pro forma
condensed consolidated balance sheet and statement of operations is to provide information on the impact of the

acquisition of Beijing Enterprise, which provides wireless value-added services, in Aprii 2004 (the “Acquisition”).

The unaudited pro forma condensed consolidated statement of operations for the year ended December 31, 2004

presents adjustments as if the acquisition of Beijing Enterprise had been consummated on January 1, 2004.

The unaudited pro forma condensed consolidated statement of operations should be read in conjunction with
historical consolidated financial statements, including the notes thereto, the “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”, and other financial information inciuded elsewhere in this prospectus.

While the unaudited pro forma condensed consolidated financial information is helpful in showing the financial
characteristics of the consolidated companies, it is not intended to show how the consolidated companies would have
actually performed if the events described above had in fact occurred on the dates assumed or to project the results of
operations or financial position for any future date or period. We have included in the unaudited pro forma condensed
consolidated statement of operations all the adjustments, consisting of normal recurring adjustments, necessary for a fair

presentation of the operating results in the historical periods.

Given the information regarding the Acquisition, the actual consolidated results of operations may differ
significantly from the pro forma amounts reflected below.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2004

Hurray! Beijing
Holding Co, Ltd. Enterprise Pro forma
Historical Historical Adjustments Notes Pro forma

(in U.S. dollars, except share data)

Revenues:
2G SErVICES. ..o 3 14,946,274" — 3 — 3 14,946,274
2.5G services. .ooeeeerennnnns 28,227,033 998,776 —_ 29,225,809
Software and system integration services...... 10,267,050 — —_ 10,267,050
Total revepues................. 53,440,357 998,776 — 54,439,133

Cost of revenues:

2G Services.......ccoeouvimnnn. 7,049,848 — — 7,049,848
2.5G services.................. 11,003,395 273,391 3,750 (1) 11,280,536
Software and system integration services...... 6,276,761 — — 6,276,761
Total cost of reveaues........ 24,330,004 273,391 3,750 24,607,145
Gross profit..........c.coooeieiin S 29,110,353 725,385 (3,750} 29,831,988

Operating expenses:

Product developmeat. ........ 2,246,108 222,175 — 2,468,283
Selling and marketing....... 7,211,959 58,055 164,089 [¢)) 7,434,103
General and administrative.. 1,820,878 88,848 — 1,909,726
Stock-based compensation.. 281,186 — —_ 281,186
[n-process research and development.............. 36,000 — — 36,000
Total operating expenses.. .. 11,596,131 369,078 164,089 12,129,298
Income from operations............... 17,514,222 356,307 (167,839) 17,702,690
Interest income (expense), net........ (274,255) 700 — (273,555)
Netincome.....c.ooeveveririnernann.s, 17,239,967 357,007 (167,839) 17,429,135

Deemed divideads oun Series A convertible preference

shares. ... (39,917) — — (39,917)

1

Tncome attributable to holders of ordinary

shares..........oooe $ 17,200,050 $ 357,007 § (167,839) $ 17,389,218

ﬁ

E:c)

Income per share, basic................ - $ 0.01 0.01

ﬂ

Income per share, diluted............. 3 0.01 3 0.01

Shares used in calculating basic income per

share................... 1,208,512,412 1,220,059,107

share................ 1,572,887,775 1,584,434,740

i
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—
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Income per ADS, diluted............. 3 1.10

ADS’s used in calculating basic income per
ADS..... ‘ 12,200,591

e

.................. 15,844,347

See notes to unaudited pro forma condensed consolidated financial information.
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NOTES TO UNAUDITED PRO FORMA CONDENSED

CONSOLIDATED FINANCIAL INFORMATION

(in U.S. dollars, unless otherwise stated)

The following pro forma adjustments have been made to the unaudited pro forma condensed consolidated financial
information: '

(1) Reflects amortization for the intangible assets recorded as a result of our acquisition of Beijing Enterprise in
April 2004 to reflect amortization for the year ended December 31, 2004. The classification of amortization expense is

determined according to the nature of intangible assets acquired.
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